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SUMMARY   OF   RECOMMENDATIONS 

This  listing   serves  as  a  means  of  summarizing  the  recommendations 
contained   in  the  report  and  the  audited  agency's  reply. 

Page 

Recommendation  #1 
The  department: 

A,  Implement  control   procedures,   such  as 
those  detailed  above,   to  prevent  medical 

payment  errors.  9 

Agency   Response:      Concur.     See  page  58. 

B.  Reduce  the  time   required  to  process 

medical   payments.  9 

Agency   Response:      Concur.      See  page  58. 

Recommendation   #2 

The  department  establish  a  policy   requiring 

recipients  of  wage  compensation  benefits 

provide  documentation  of  employment  status.  10 

Agency   Response:      Do  not  concur.      See  page  60. 

Recommendation   #3 

The  department  use  a   record   ID   for  workers' 

compensation  claims  that  is  unique  to  an 

individual.  12 

Agency   Response:      Do  not  concur.      See  page  60. 

Recommendation   #U 
The  department: 

A.  Ensure  adequate  edit  checks  are  included 
in  the  code  definitions  used   by   ISD   Data 

Entry.  13 

Agency   Response:      Concur.      See  page  61. 

B.  Redesign   the  original  data  entry  docu- 
ment or  screen  to  facilitate  data 

directly  from  the  original   document.  13 

Agency   Response:      Concur.      See  page  61. 
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SUMMARY   OF   RECOMMENDATIONS    (continued) 

Page 
Recommendation   #5 
The  department  establisin  procedures  to: 

A,       Ensure  the  timely  update  of  the  central 

correspondence  list.  14 

Agency   Response:      Concur.      See  page  61 . 


B.       Identify  claim  denials  on  the  master 

file  to  prevent  payment  of  denied  claims.  14 

Agency   Response:      Concur.      See  page  61  . 

Recommendation  #6 

The  department  establish  controls  over  re- 
jected documents  to  provide  adequate  docu- 
mentation  for  management  control  and  to 
ensure  the  timely  correction  of  errors.  15 

Agency   Response:      Concur.      See  page  62. 

Recommendation  #7 
The  department: 

A.  Establish  unit  checks  for  the  process- 
ing of  workers'   compensation   benefit 

payments.  16 

Agency   Response:      Concur.      See  page  63. 

B.  Correct  the  programming  error   related 

to  the  class  codes  edit  program.  16 

Agency  Response:      Do  not  concur.      See  page  63. 

C.  Develop  problem  resolution   procedures 
to  ensure  the  timely   identification  and 

resolution  of  problems.  16 

Agency   Response:      Concur.      See  page  63. 

Recommendation   #8 

The  department  establish   procedures  to   recon- 
cile  run   totals  of  the  12   Year   Report.  17 

Agency   Response:      Concur.      See  page  63. 

vi 


SUMMARY   OF   RECOMMENDATIONS    (continued) 

Page 
Recommendation  #9 

The  department  comply  with   state   law  which 

requires  the  SCIF  be  self-supporting.  20 

Agency   Response:      Concur.      See  page  64. 

Recommendation  #10 

The  department  comply  v/ith   state  law  by   re- 
quiring  premium  payments  by  state  institu- 
tions be  made  when  due  or  establishing  a 
formal  written   repayment  plan   for  delinquent 
payments.  22 

Agency  Response:      Concur.      See  page  64. 

Recommendation  #11 
The  department: 

A,  Establish  and  document  accounting   pro- 
cedures for  each  federal  award  to 
demonstrate  compliance  with   state  and 
federal   regulations  for  federal  assis- 
tance moneys.  25 

Agency   Response:      Concur.      See  page  64. 

B.  Prepare  adequately  supported   schedules 
of  federal  assistance  expenditures  on  a 

timely  basis.  25 

Agency   Response:      Concur.      See  page  64. 

Recommendation  #12 

The  department  implement  procedures  to  ensure 

compliance  with  JTPA  program   regulations  at 

the  local  agencies.  28 

Agency   Response:      Partially  concur.      See  page  65. 

Recommendation   #13 

The  department  document  the  purpose  and 

source  of  information  on  the  microcomputer 

worksheet  used   in   preparing   the  unemployment 

insurance  financial  transactions  summary.  29 

Agency   Response:      Concur.      See  page  71. 
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Recommendation  #14 

The  department  reconcile  the  benefit  bank 

account  to  its  accounting   records.  30 

Agency  Response:      Concur.     See  page  71. 

Recommendation  #15 

The  department  estimate  and   record  on  SBAS 

an  allowance  for  uncollectible  unemployment 

tax  accounts.  31 

Agency   Response:     Concur.     See  page  71, 

Recommendation  #16 

The  department  record  accounts   receivable 
transactions  in  accordance  with   state  ac- 
counting  policy.  32 

Agency   Response:     Concur.     See  page  72. 

Recommendation  #17 
The  department: 

A.  Develop  and   implement  policies  on  the 
format,   use,   and  changing  of  computer 

security  passwords.  35 

Agency   Response:      Concur.      See  page  72. 

B.  Modify  the  security   system  to  terminate 
users  after  a  specific  number  of  in- 
valid attempts  to  enter  the  system.  35 

Agency   Response:      Concur.      See  page  72. 

C.  Modify  the  security  system  to  monitor 

user  access  to  system   resources.  35 

Agency   Response:      Concur.      See  page  72. 

D.  Develop  and   implement  policies   regard- 
ing  the  cancellation  of  access  privil- 
eges upon  employee  termination.  35 

Agency   Response:      Concur.      See  page  72. 
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SUMMARY   OF   RECOMMENDATIONS    (continued) 

Page 

E.  Segregate  incompatible  duties  in  the 

EDP  function.  35 

Agency   Response:      Concur.      See  page  72. 

F.  Restructure  ACF2  access   rules  to  ensure 
access  is  allowed  only  to  the  extent 

job  duties   require.  35 

Agency   Response:      Partially  concur.      See  page  72. 

Recommendation   #18 

The  department  prepare  written  documentation 

of  the  error   resolution   procedures  for  the 

unemployment  benefit  system.  36 

Agency   Response:      Concur.      See  page  74. 

Recommendation   #19 

The  department  formulate  a  written  policy 

for  enforcing   state  law   regarding  advanced 

rate  assessments  for  dangerous  workplaces.  37 

Agency   Response:      Concur.     See   page  74. 

Recommendation   #20 

The  legislature  fund  the  program  as  provided 
in  current  state  law,   or  extend  the  inspec- 
tion  intervals  for  boilers.  38 

Agency   Response:      Concur.      See  page  75. 

Recommendation   #21 
The  department: 

A.  Comply  with   state  law   requiring  timely 

deposits.  39 

Agency   Response:      Concur.      See  page  75. 

B.  Comply  with   state  policy   requiring 
restrictive  endorsement  of  negotiable 

instruments  upon   initial   receipt.  39 

Agency   Response:      Partially  concur.      See  page  75. 
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Page 

Recommendation  #22 

The  department  strengthen  controls  over 

undelivered  benefit  checks.  10 

Agency   Response:      Concur.      See  page  76. 

Recommendation   #23 

The  department  implement  procedures  to  cor- 
rect the  internal  control  weaknesses  iden- 
tified above.  40 

Agency   Response:      Concur.      See  page  76. 

Recommendation   #24 

The  department  review   record   retention 

policies  and   filing   procedures  to  determine 

whether  improvements  can  be  made.  41 

Agency   Response:      Concur.      See  page  76. 


INTRODUCTION 

We  performed  a  financial- compliance  audit  of  the  Montana 
Department  of  Labor  and  Industry  (DOLI)  for  the  two  fiscal  years 
ending  June  30,  1986.  Our  audit  included  the  Division  of  Workers' 
Compensation.     The  objectives  of  the  audit  were  to: 

1)  determine  if  the  financial  schedules  present  fairly  the 
results  of  operations  of  the  department  for  the  two  fiscal 
years  ending  June  30,   1986; 

2)  determine  department  compUance  with  applicable  laws  and 
regulations ; 

3)  make  recommendations  for  improvements  in  the  management 
and  internal  accounting  controls  of  the  department;   and 

4)  determine  the  implementation  status  of  prior  audit 
recommendations . 

We  expanded  the  scope  of  our  audit  at  the  request  of  the 
Legislative  Audit  Committee  to  address  several  issues  of  concern 
related  to  the  operations  of  the  Division  of  Workers'  Compensation. 
Issues  from  the  scope  expansion  included  in  this  report  relate  to 
medical  payment  processing  and  controls  over  the  computer  system 
that  compiles  data  for  the  state  fund's  actuary.  Other  issues  relating 
to  the  expanded  scope  audit  will  be  addressed  in  a  second  report 
currently  being  prepared .  We  have  also  issued  a  separate  letter  report 
to  the  legislature  which  contains  a  cash  flow  analysis  of  the  State 
Compensation  Insurance  Fund. 

This  report  contains  24  recommendations  to  the  department. 
These  recommendations  address  areas  where  management,  internal 
control,  and  compliance  with  laws  and  regulations  can  be  improved. 
Other  areas  of  concern  deemed  not  to  have  a  significant  effect  on  the 
successful  operations  of  the  department  are  not  specifically  included  in 
the  report,   but  have  been  discussed  with  management. 

In   accordance    with    section    5-13-307,    MCA,    we    analyzed    and 
disclosed,       if       significant,       the       costs       of       implementing       the 
recommendations  made  in  this  report. 


DEPARTMENT   BACKGROUND 

The  Department  of  Labor  and  Industry  was  created  by  the 
Executive  Reorganization  Act  of  1971.  The  three  primary  functions  of 
the  department  are  to  administer  the  Unemployment  Insurance  and 
Workers'  Compensation  benefit  programs  and  provide  employment 
services  through  its  Job  Service  offices.  The  department  is  organized 
into  seven  divisions  and  the  office  of  the  commissioner.  Following  is 
a  brief  description  of  each  with  the  fiscal  year  1985-86  authorized 
FTE: 

Commissioner's  Office  -  responsible  for  overall  administration  of 
the  Department  of  Labor  and  Industry.      (4  FTE) 

Centralized  Services  Division  -  provides  overall  management  and 
support  services  to  the  department.  Services  include  legal 
assistance,  personnel,  accounting,  data  processing,  auditing, 
budgeting,  and  economic  forecasting.      (72  FTE) 

Employment  Policy  Division  -  administers  the  Job  Training 
Partnership  Act  (JTPA)  for  the  state  of  Montana.  JTPA  is  a 
federal  program  to  prepare  unskilled  persons  for  employment. 
The  division  develops  data  and  statistics  related  to  employment. 
(41  FTE) 

Employment  Relations  Division  -  administers  the  Montana 
Collective  Bargaining  Act  and  the  Nurses'  Employment  Practices 
Act.  It  hears  classification  appeals  for  state  government 
employees  and  disputes  concerning  administration  of  Montana's 
Unemployment  Insurance  laws.  The  division  also  performs  audits 
of  employers  for  accuracy  of  workers'  compensation  premium  and 
unemployment  insurance  tax  remittances.      (49  FTE) 

Human  Rights  Division  -  provides  administrative  support  to  the 
Human  Rights  Commission.  The  Human  Rights  Commission 
enforces  state  and  federal  laws  designed  to  eliminate 
discrimination  in  employment,  pubUc  accommodations,  housing, 
financing  and  credit,  education,  and  government  services.  The 
division  is  allocated  to  the  Department  of  Labor  and  Industry  for 
administrative  purposes  only.      (10  FTE) 

Job  Service  Division  -  acts  as  a  labor  exchange  through  job 
service  offices  throughout  the  state  by  Usting  available  jobs  and 
referring  qualified  personnel  to  employers.      (342  FTE) 

Unemployment  Insurance  Division  -  administers  state  and  federal 
unemployment  insurance  laws.    It  collects  unemployment  insurance 


taxes  and  provides  benefit  payments   to  eligible  claimants.      (95 

FTE) 

Workers'  Compensation  Division  -  provides  compensation  and 
medical  payments  to  workers  injured  on  the  job,  monitors  private 
insurers'  adequacy  of  coverage  and  payment,  enforces 
occupational  safety  laws,  and  provides  payments  to  innocent 
victims  of  crime.  The  division  is  allocated  to  the  Department  of 
Labor  and  Industry  for  administrative  purposes  only.     (175  FTE) 


PRIOR  AUDIT  RECOMMENDATIONS 

The  financial- compliance  audits  of  the  Department  of  Labor  and 
Industry  and  the  Division  of  Workers'  Compensation  for  the  two  fiscal 
years  ended  June  30,  1984,  contained  20  recommendations  still 
apphcable  to  the  department.  The  department  implemented  15, 
partially  implemented  1,  and  did  not  implement  4.  The  department  or 
division  concurred  with  each  of  the  4  recommendations  not 
implemented.  The  prior  audit  recommendations  not  implemented  are 
discussed  in  this  report  and  relate  to  the  unreconciled  bank  account 
(page  29),  an  allowance  for  uncollectible  accounts  (page  31),  advanced 
rate  assessments  (page  37),   and  boiler  inspections  (page  38). 

WORKERS'  COMPENSATION  BENEFIT  PAYMENTS 

The  Division  of  Workers'  Compensation  provides  benefits  to 
workers  injured  in  the  course  of  employment.  Workers  may  receive 
benefits  to  compensate  for  lost  wages  (compensation  payments)  and 
benefits  to  pay  medical  expenses  for  a  work  related  injury  (medical 
payments).  In  fiscal  year  1985-86,  the  division  paid  approximately 
$44  million  and  $20  million  in  compensation  and  medical  benefits, 
respectively.  In  that  year,  the  division  processed  75,007  compensation 
payment  warrants  and  45,595  medical  payment  warrants.  The  following 
five  report  sections  discuss  problems  we  noted  in  the  payment  of  these 
benefits.  The  problems  noted  indicate  the  division's  payment 
procedures  could  be  improved.  However,  as  noted  on  page  7,  we  do 
not  beUeve  the  errors  identified  have  a  significant  impact  on  the 
financial  condition  of  the  state  compensation  insurance  fund. 


Medical  Payment  Refunds 

The  Division  of  Workers'  Compensation  received  463  medical 
payment  refunds  during  fiscal  year  1985-86.  We  tested  a  sample  to 
determine  the  reasons  for  the  refunds.  The  reasons  for  the  refunds 
indicate  the  division's  control  procedures  over  medical  claim  payment 
processing  could  be  improved.  Of  28  refunds  reviewed,  24  were 
necessary  as  a  result  of  processing  errors  by  the  division.  Because  of 
the  significant  error  rate,  we  expanded  our  random  sample  to  a  total 
of  117  refunds.  The  expanded  sample  enabled  us  to  classify  the  types 
of  errors  for  all  medical  payment  refunds  received  during  fiscal  year 
1985-86.  Of  the  117  refunds  reviewed,  the  following  types  of  errors 
resulted  in  the  refund  of  the  payment: 


TYPE  1 


TYPE  2 


TYPE  3 


payments  made  twice  due  to  various  conditions  such 
as:  multiple  files;  billings  paid  twice  due  to  delays  in 
processing  payments;  payments  made  from  different 
forms  (invoices  and  statements  for  example);  and 
different  payees  for  the  same  service  (a  doctor  and  his 
associated  clinic  may  both  bill  the  division) 

payments  made  to  the  wrong  payee  due  to  an  incor- 
rect number  written  on  the  encoding  form 

payments  made  to  the  wrong  payee  due  to  data  entry 
errors 


TYPE  4 


payments  made  on  claims  that  had  been  denied  or 
were  denied  at  a  later  date 


TYPE  5 


TYPE  6 


TYPE  7 


payments  also  made  by  the  Department  of  Social  & 
Rehabilitative  Services  (SRS) 

payments  made  for  the  wrong  amount  because  the 
invoice    submitted    was    mathematically    inaccurate    or 
some  charges  on  the  invoice  were  not  payable  by  the 
division 

payments  refunded  because  the  service  was  paid  for 
by  another  party 


TYPE  8         --     payments  for  an  injury  later  determined  not  to  be 
employment  related 

TYPE  9         --     bilUng  errors  by  payees  or  refunds  of  advances  by 
payees  (errors  not  due  to  division  procedures) 


We  projected  the  results  of  the  sample  of  117  to  all  463  refunds 
using  statistical  sampling  methods.  The  following  table  illustrates  the 
projected  minimum  number  and  percentage  of  the  463  refunds  received 
in  fiscal  year  1985-86  that  correspond  to  each  type  of  error: 


ERROR  TYPE 

TYPE 

1 

TYPE 

2 

TYPE 

3 

TYPE 

A 

TYPE 

5 

TYPE 

6 

TYPE 

7 

TYPE 

8 

TYPE 

9 

TABLE  1 

MINIMUM 

MINIMUM 

NUMBER 

PERCENTAGE 

170 

36.7% 

98 

21.2% 

3 

.6% 

2A 

5.2% 

3 

.6% 

3 

.6% 

8 

1.7% 

1 

.2% 

54 

11.7% 

The  above   statistical  projection   is   subject   to  error   of  +5%. 
Source:      Compiled  by  the  Office   of   the  Legislative  Auditor 

Medical  Cancelled  Warrants 

In  addition  to  the  463  refunds  of  medical  payments,  the  division 
cancelled  warrants  for  254  medical  payments  during  fiscal  year  1985- 
86.  We  tested  a  random  sample  of  25  of  the  cancelled  warrants  and 
noted  the  reasons  for  the  cancellations  were  similar  to  the  reasons  for 
the  medical  payment  refunds.  Of  the  25  cancelled  warrants  tested,  the 
division  cancelled  14  because  the  payee  number  was  incorrectly  coded 
(Type  2)  and  4  were  cancelled  because  of  duplicate  payment  (Type  1). 
The  division  cancelled  5  warrants  because  the  service  had  already  been 
paid  for  by  another  party  (Type  7).  The  other  two  warrants  in  the 
sample  of  25  were  cancelled  due  to  a  data  entry  error  by  the  division 
(Type  3)  and  a  billing  error  by  the  payee  (Type  9). 


Medical  Payments  Analysis 

The  preceding  two  report  sections  discuss  findings  on  medical 
payments  that  were  either  refunded  to  the  division  or  cancelled  by  the 
division.  A  majority  of  the  payment  errors  were  discovered  by  payees 
who  notified  the  division  of  the  errors.  At  the  request  of  the 
Legislative  Audit  Committee,  we  expanded  audit  work  to  test  a  random 
sample  of  400  medical  payment  documents  processed  by  the  division 
during  fiscal  year  1985-86  to  determine  if  there  was  a  significant 
number  of  incorrect  payments  made  that  were  not  detected  by  the 
division     or     returned     by     the     payee.  We     reviewed     all     files 

(approximately  720)  that  existed  for  the  claimants  for  which  the  400 
documents  were  processed .  We  recorded  all  payment  errors  during  the 
review,  although  some  were  not  related  to  the  document  selected  for 
testing  in  the  random  sample. 

During  the  review  of  the  720  accident  files,  we  identified  a  total 
of  65  payment  errors.  The  65  incorrect  payments  were  made  over  a 
period  of  several  fiscal  years.  The  total  amount  of  the  incorrect 
payments  was  $36,806.  Seventeen  of  the  sixty-five  errors  (totaling 
$1,328)  had  not  been  detected  at  the  time  of  our  review.  All  but  one 
of  the  65  errors  were  of  the  types  described  on  pages  4  and  5  of  the 
report.  The  remaining  error  was  an  instance  in  which  the  payment 
made  was  correct  in  amount  and  payee  but  was  made  on  behalf  of  the 
wrong  claimant.     The  distribution  of  the  64  errors  was  as  foUows: 

TABLE  2 

Number  of  Occurrences 

33 
24 

2 

A 
_1 
64 

Source:  Compiled  by  the  Office  of  the  Legislative  Auditor 


Error  Type 

Type  1 

Types  2,3 

Type  4 

Type  6 

Type  7 

Total 

Errors  relating  to  the  sample  documents  were  used  in  making  a 
statistical  projection  of  the  number  of  errors  and  the  doUar  impact  of 
undetected  incorrect  medical  payments  for  fiscal  year  1985-86.  The 
test  results  indicate  that  approximately  two  percent  of  the  documents 
processed  were  in  error.  This  error  rate  equates  to  approximately  900 
documents  per  year.  Since  many  of  the  payment  errors  were  detected 
by  the  payee  and  returned  to  the  division,  we  project  the  maximum 
doUar  impact  on  the  fund  for  fiscal  year  1985-86  was  $106,000.  This 
represents  approximately  one-half  of  one  percent  (.5%)  of  the  total 
medical  payments  made  in  fiscal  year  1985-86. 

Payment  Error  -  Cause  and  Effect 

The  following  section  describes  problems  which  caused  the 
various  medical  payment  errors  detailed  on  pages  4  through  6.  The 
errors  resulted  from  inadequate  procedures,  failure  of  personnel  to 
follow  established  division  policies  in  processing  the  original  medical 
claims,   or  errors  made  by  division  personnel. 

Several  medical  payment  errors  occurred  due  to  the  existence  of 
multiple  files  for  a  claimant.  The  division  maintains  a  separate  file 
for     each     accident.  A     claimant     who     has     filed     for     workers' 

compensation  for  more  than  one  accident  will  have  more  than  one  file. 
In  addition,  procedures  to  prevent  the  creation  of  duplicate  files  for 
the  same  accident  are  not  sufficient.  For  example,  we  noted  instances 
in  which  a  new  file  was  created  for  a  claimant  because  the  claimant 
corresponded  with  the  division  using  a  different  version  of  his  name. 
Some  of  the  Type  1  errors  occurred  when  division  personnel  paid  for  a 
service  a  second  time  from  a  different  file  for  the  same  claimant. 
Another  reason  for  Type  1  errors  is  the  time  lag  in  processing  medical 
payments.  We  noted  instances  in  which  the  division  made  payments 
two  to  three  months  after  an  invoice  was  received.  With  that  length 
of  time  between  billing  and  payment,  many  providers  sent  a  second 
invoice  which  was  also  paid. 

Established  division  policies  include  not  accepting  a  patient's 
copy  of  a  medical  invoice  for  payment  approval.  There  is  also  a 
poUcy  that  invoices  must  be  matched  with  a  related  injury  when  more 
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than  one  file  exists  for  a  claimant.  We  noted  separate  instances  in 
which  each  of  these  poUcies  was  not  being  followed  by  division 
personnel.  Also,  the  division  pays  claims  from  a  variety  of  forms, 
resulting  in  some  Type  1  errors.  Division  poUcy  should  require 
payments  be  made  only  from  one  type  of  form  (monthly  statements, 
for  example,  but  not  invoices). 

Division  personnel  do  not  "flag"  claim  denials  in  a  manner 
sufficient  to  prevent  payments  on  the  claim.  We  noted  four  Type  4 
errors  in  which  payments  were  made  on  claims  that  had  been  denied. 
Also,  the  division  has  not  established  adequate  procedures  relating  to 
coordination  between  the  division  and  SRS.  The  two  state  agencies  do 
not  have  procedures  to  ensure  dupUcate  reimbursements  are  not  made 
for  rehabilitation  expenses  reimbursable  under  programs  administered 
by  SRS. 

The  problems  with  medical  payments  result  in  three  types  of 
additional  costs  to  the  division .  First ,  staff  time  spent  processing  the 
refund  payments  could  be  spent  processing  original  medical  payments. 
The  second  cost  to  the  division  is  the  unknown  amount  of  payments 
made  in  error  that  are  not  refunded  by  the  payee.  We  projected  a 
maximum  dollar  impact  of  $106,000  for  fiscal  year  1985-86  for 
incorrect  payments  that  have  not  been  refunded.  The  third  cost  is 
interest  income  lost  to  the  state  fund  for  incorrect  payments.  For 
example,  assuming  projected  unrefunded  medical  payments  in  fiscal 
year  1985-86  of  $106,000  are  not  refunded  to  the  division,  interest 
income  of  approximately  $9,000  has  been  lost  in  fiscal  year  1986-87 
and  similar  amounts  will  be  lost  in  future  years  unless  the  payments 
are  subsequently  refunded. 

Summary 

Division  personnel  should  review  medical  payment  policies  and 
procedures  and  address  the  inadequacies  identified.  Stronger  controls 
are  needed  to  prevent  duplicate  payments,  payments  for  claims  that 
have  been  denied,  incorrect  payments  due  to  entering  incorrect  payee 
numbers,  and  payments  for  services  which  are  potentially  reimbursable 
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by    SRS.       The   division   should   consider   implementing   the   following 
controls . 

To  prevent  duplicate  payments,   the  division  should: 

1)  review    the    Ust    of    previous    payments    maintained    in 
each  file  before  a  payment  is  approved, 

2)  improve    file    management   procedures    to   prevent    the 
creation  of  multiple  files  for  a  single  claimant,  and 

3)  establish  a  poUcy  to  pay  from  only  one  tjrpe  of  form. 

To  prevent  payments  on  denied  claims,  a  more  obvious 
method  of  noting  the  denial  in  the  claim  file  is  needed. 

To  prevent  payments  on  services  paid  by  SRS,  the  division 
should  work  with  SRS  to  establish  procedures  for  notifying 
the  other  agency  when  a  payment  has  been  made. 


In  addition  to  implementing  stronger  controls,  the  division  should 
reduce  the  time  required  to  process  payments  so  that  providers'  second 
bilUngs  are  not  also  paid.  We  will  address  the  division  workload  issue 
in  the  second  phase  of  the  expanded  scope  audit  of  the  division. 

RECOMMENDATION  #1 


WE  RECOMMEND  THE  DEPARTMENT: 

A.  IMPLEMENT  CONTROL  PROCEDURES,  SUCH  AS  THOSE 
DETAILED  ABOVE,  TO  PREVENT  MEDICAL  PAYMENT 
ERRORS. 

B.  REDUCE  THE  TIME  REQUIRED  TO  PROCESS  MEDICAL 
PAYMENTS. 


Compensation  Cancelled  Warrants 

The  division  received  refunds  or  cancelled  warrants  for  455  wage 
compensation  payments  in  fiscal  year  1985-86.  We  reviewed  a  random 
sample  of  25  of  these  payments  to  determine  the  reasons  for  the 
refunds  or  cancellations.  Sixteen  of  the  25  payments  were  refunded  or 
cancelled  because  the  claimant  had  returned  to  work.  In  addition, 
during  the  review  of  the  720  accident  files  discussed  on  page  6,  we 
noted     four     cases     of     wage     compensation     overpayment.  The 


overpayments  occurred  because  the  division  did  not  know  the  date  the 
claimants  returned  to  work .  Three  of  the  four  overpayments ,  totaling 
$4,782,  had  not  been  returned  as  of  the  date  of  our  review.  The 
division  currently  has  no  procedure  for  verifying  a  claimant's  work 
status  on  a  regular  basis. 

The  division  should  establish  a  policy  that  would  enable  it  to 
determine  when  a  wage  compensation  recipient  returns  to  work.  The 
department  has  a  policy  in  place  that  requires  unemployment  insurance 
benefit  recipients  to  document  eligibility  on  a  bi-weekly  basis  by 
certifying  they  have  contacted  at  least  three  employers  in  search  of 
employment.  The  division  could  require  proof  of  eligibility  on  the  part 
of     the     wage     compensation     recipient.  The     duration     of     wage 

compensation  payments  can  vary  significantly  from  claimant  to 
claimant  based  on  the  severity  of  the  injury.  Claims  examiners  could 
assess  each  claim  and  determine  how  often  the  claimant  should  be 
required  to  document  his  employment  status.  This  documentation 
would  be  required  in  order  to  continue  receiving  compensation 
benefits . 

RECOMMENDATION  #2 


WE  RECOMMEND  THE  DEPARTMENT  ESTABLISH  A  POLICY 
REQUIRING  RECIPIENTS  OF  WAGE  COMPENSATION  BENEFITS 
PROVIDE  DOCUMENTATION  OF  EMPLOYMENT  STATUS. 


12  YEAR  REPORT  -  DATA  PROCESSING   CONTROLS 
Background 

In  the  expanded  scope  audit  we  completed  a  review  of  the 
computer  programs  that  produce  the  12  Year  Report.  The  actuary  uses 
this  report  with  other  information  to  make  projections  relating  to  the 
actuarial  soundness  of  the  State  Compensation  Insurance  Fund  (SCIF). 

The  12  Year  Report  represents  an  accumulation  of  data  in  a 
usable  format.  The  data  relates  to  medical  and  compensation  benefit 
payments  and  the  reserves  established  to  account  for  those  payments. 
The  report  is  divided  into  three  sections:    1)   compensation  and  medical 
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benefits  and  reserves  by  disability  code,  2)  compensation  and  medical 
benefits  paid,  and  3)  medical  benefits  paid  by  type  of  service.  The 
data  compiled  in  this  report  comes  from  two  sources.  The  Accident 
Master  file  contains  accident  information  for  the  current  year  and  past 
five  years.      The  Accident  History  Master  file  has  all  accidents  older 

than  six  years. 

We  reviewed  controls  that  govern  data  entry  and  data  processing 
for  the  two  master  files  (since  they  contain  the  source  data  for  the  12 
Year  Report)  as  well  as  the  controls  that  govern  data  processing  in 
compiling  the  12  Year  Report.  Data  entry  controls  verify  data  is 
accurately  and  completely  transferred  from  its  source  to  machine 
readable  format  and  provide  assurance  that  transactions  are  authorized 
for  processing.  Processing  controls  provide  assurance  that  the 
computer  system  properly  processes  all  authorized  transactions  and 
rejects  all  unauthorized  transactions.  The  following  sections  discuss 
control  weaknesses  we  identified  in  our  review. 

Data  Entry  Controls 

We  identified  and  tested  the  following  critical  data  entry  controls 
for  the  Accident  Master  file: 

1)  Verification    of    accident    numbers    and    codes    placed    on 
documents  should  be  performed. 

2)  Conversion    of    data    to    machine    readable    form    should   be 
controlled . 

3)  Flow  of  data  within  and  between  steps  should  be  controlled. 

4)  Correction  of  errors  and  resubmission  of  previously  rejected 
documents  should  be  controlled. 

Data  entry  controls  over  the  Accident  Master  file  information 
exist  at  both  the  division  and  the  Department  of  Administration's 
Information  Services  Division  (ISD).  The  division  assigns  the  accident 
numbers  and  gathers  claimant  information  and  ISD  performs  data  entry 
for  processing  documents.  In  relation  to  each  critical  data  entry 
control  identified  above,  we  identified  control  weaknesses. 
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Assignment  of  Accident  Numbers 

Duplicate  payments  can  result  from  the  process  used  to  assign 
accident  numbers.  Accidents  are  identified  by  accident  number  and 
the  individual's  name.  Upon  receipt  of  a  bill  or  claim,  the  division 
determines  whether  an  accident  number  has  already  been  assigned  to 
that  bill  or  claim  by  performing  an  alphabetic  search  for  the 
claimant's  name  on  the  "Alpha  Search  Master  File".  This  master  file 
is  separate  from  but  is  updated  by  the  Accident  Master  file.  Since 
names  may  not  be  unique  to  one  individual  and  bills  can  be  received 
under  several  variations  of  a  name  (such  as  use  of  a  first  initial 
instead  of  first  name),  errors  in  assigning  accident  numbers  occur.  In 
one  file  reviewed,  a  duplicate  payment  resulted  when  the  claimant's 
name  was  misspelled.  The  misspelled  name  did  not  report  an  accident 
number  from  the  alphabetic  search  so  a  new  file  was  created. 
Subsequently,  the  division  paid  a  claim  from  both  the  original  file  and 
the  file  created  under  the  claimant's  misspelled  name. 

The  use  of  accident  number  and  claimant  name  as  record  keys 
allows  the  assignment  of  multiple  accident  numbers  to  the  same 
accident  and  has  resulted  in  duplicate  payment  of  claims.  Because 
physical  files  follow  the  same  method  and  undetected  multiple  accident 
files  exist,  claims  examiners  do  not  have  a  complete  centralized 
history  of  an  individual's  claims.  A  centralized  history  can  highlight 
the  pattern  of  claims  submitted  by  an  individual. 

As  an  option.  Social  Security  numbers  (SSN)  could  be  used  in 
addition  to  accident  numbers.  The  assignment  of  new  accident  numbers 
would  be  more  efficient  and  accurate  using  the  unique  SSN  rather  than 
names.  This  could  result  in  administrative  cost  savings  for  the 
division . 

RECOMMENDATION  #3 

WE    RECOMMEND    THE    DEPARTMENT    USE    A    RECORD    ID    FOR 

WORKERS'    COMPENSATION    CLAIMS    THAT    IS    UNIQUE    TO    AN 

INDIVIDUAL. 
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Conversion  of  Data 

Code  definitions  for  ISD  data  entry  were  not  adequate  for  two 
groups  of  data.  These  definitions  establish  controls  over  the  data 
entry  of  information  from  documents.  The  current  code  definitions 
will  accept  invalid  disability  codes  from  the  Liability  Coding  Form. 
The  disabiUty  codes  classify  the  12  Year  Report  information  into  fatal, 
permanent,  temporary,  partial,  and  medical  only  claim  catagories.  The 
current  code  definitions  also  accept  invalid  medical  expense  codes  from 
the  Medical  Benefit  Adjustment  Form.  These  codes  classify  the 
information  on  the  bottom  third  of  the  12  Year  Report.  Although  a 
compensating  control  may  exist,  the  number  of  rejected  documents  and 
corrections  are  increased  by  this  error. 

Division  personnel  manually  recopy  claimant  and  accident  number 
information  from  the  original  documents  to  a  data  entry  form  for  the 
ease  of  keypunching.  This  additional  manual  process  increases  the 
likelihood  of  information  being  entered  on  the  master  files  that  is 
different  than  the  original  document.  If  the  need  for  the  recopying 
was  eliminated,  the  data  entry  process  would  be  more  efficient  and 
accurate,   resulting  in  administrative  cost  savings. 

RECOMMENDATION  #4 

WE  RECOMMEND  THE  DEPARTMENT: 

A.  ENSURE  ADEQUATE  EDIT  CHECKS  ARE  INCLUDED  IN  THE 
CODE  DEFINITIONS  USED  BY  ISD  DATA  ENTRY. 

B.  REDESIGN  THE  ORIGINAL  DATA  ENTRY  DOCUMENT  OR 
SCREEN  TO  FACILITATE  DATA  ENTRY  DIRECTLY  FROM 
THE  ORIGINAL  DOCUMENT. 


Flow  of  Data 

An  employer  files  the  Employer's  First  Report  immediately  after 
an  industrial  accident  to  an  employee.  The  injured  employee  may  file 
an  Employee's  Claim  for  Compensation.  Upon  receipt  of  either  of 
these   forms,    the   division   assigns   an   accident   number  to  the   case. 
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Subsequent  bills  are  processed  for  payment  upon  identification  of  the 
associated  accident  number. 

The  Accident  Cataloging  Section  processes  incoming 
correspondence  regarding  accidents .  The  section  supervisor  prepares  a 
central  listing  for  workers  within  the  section  to  identify 
correspondence  received  without  a  related  Employer's  First  Report  or 
an  Employee's  Clsiim  for  Compensation.  These  two  forms  are  necessary 
to  estabUsh  an  accident  record  for  the  case.  After  30  working  days 
correspondence  not  attached  to  the  above  forms  is  returned  to  sender. 
We  noted  correspondence  received  on  2-3-87  was  not  included  on  the 
central  hsting  until  3-3-87. 

When  a  delay  occurs  in  preparing  the  central  hsting,  each  worker 
must  rely  on  a  hand-written  Ust  of  daily  correspondence.  When  the 
above  forms  are  received,  the  worker  reviews  the  various  Ustings.  If 
a  person's  name  is  missed  the  processing  would  be  completed  without 
the  related  correspondence.  The  correspondence  would  be  returned  to 
the  sender  and  payment  processing  would  be  delayed. 

As  discussed  on  page  8,  medical  payments  have  been  made 
incorrectly  for  payments  of  denied  claims.  The  Accident  Master  file 
used  to  process  payments  does  not  indicate  when  a  claim  has  been 
denied.  The  division  processes  correspondence  related  to  denied  claims 
because  they  are  not  identified  as  being  denied.  Data  entry  controls 
should  include  the  recording  of  claim  denials  on  the  master  file  record 
with  a  subsequent  edit  to  prohibit  payment. 

RECOMMENDATION  #5 

WE    RECOMMEND    THE    DEPARTMENT    ESTABLISH   PROCEDURES 

TO: 

A.  ENSURE      THE      TIMELY      UPDATE      OF      THE      CENTRAL 
CORRESPONDENCE  LIST. 

B.  IDENTIFY     CLAIM    DENIALS     ON    THE    MASTER    FILE    TO 
PREVENT  PAYMENT  OF  DENIED  CLAIMS. 
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Correction  of  Errors 

Fourteen  of  ninety-eight  rejected  documents  tested  were  not 
corrected  and  resubmitted  within  three  weeks.  The  division  does  not 
have  controls  over  rejected  documents  to  ensure  that  error  corrections 
are  made  in  a  timely  manner  and  to  ensure  adequate  documentation 
exists  for  management  control.  Documents  which  repeatedly  reject  are 
sometimes  voided  with  no  explanation  or  documentation  to  indicate 
whether  these  transactions  are  re-entered  on  subsequent  documents. 
We  noted  numerous  instances  in  fiscal  year  1986  in  which  the  batch 
log  book  did  not  reflect  a  re-entered  batch  number  for  rejected 
documents . 

To  ensure  the  completeness  and  accuracy  of  the  12  Year  Report 
and  the  timeliness  of  recipient  payments,  errors  on  documents  should 
be  corrected  as  quickly  as  possible.  When  a  document  is  rejected, 
subsequently  corrected,  and  then  resubmitted,  documentation  should 
exist  to  trace  that  document  from  its  rejection  to  final  resubmission 
and  acceptance  by  the  system. 

The  potential  dollar  effect  due  to  the  lack  of  controls  over  error 
correction  is  not  known.  However,  uncontrolled  rejection  and 
correction  of  errors  could  compromise  the  reliability  of  the  12  Year 
Report  in  two  ways.  First,  errors  may  not  be  corrected  before  the  12 
Year  Report  is  processed.  Also,  there  is  no  assurance  that  these 
errors  were  ever  corrected. 

RECOMMENDATION  #6 


WE  RECOMMEND  THE  DEPARTMENT  ESTABLISH  CONTROLS 
OVER  REJECTED  DOCUMENTS  TO  PROVIDE  ADEQUATE 
DOCUMENTATION  FOR  MANAGEMENT  CONTROL  AND  TO 
ENSURE  THE  TIMELY  CORRECTION  OF  ERRORS. 


Processing  Controls  -  Master  Files 

We  found  that  there  were  no  limit  or  reasonableness  checks  in 
the  master  file  processing  program  to  ensure  that  unusually  large 
transactions  are  identified.     One  transaction  was  processed  as  $13,146 
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when  it  should  have  been  $3,146.  The  lack  of  edits  for  dollar  limits 
on  transactions  processed  has  the  potential  of  allowing  errors  to  occur 
or  large  transactions  to  be  processed  without  approval.  These  errors 
would  cause  the  master  files  to  be  misstated. 

The  agency  should  develop  limit  checks  to  ensure  that  unusually 
large  transactions  do  not  process  without  proper  approval.  These  edits 
should  be  established  in  relation  to  specific  transaction  types  (i.e., 
medical  only  payments,  compensation  for  partial  disability, 
compensation  for  permanent  disability,   etc.). 

In  five  of  ten  instances  tested  relating  to  proper  employee  class 
code,  we  found  that  the  edit  to  reject  an  improper  class  code  also 
rejected  vahd  class  codes.  Since  the  edit  rejects  data  that  is  in  fact 
valid,  it  may  be  concluded  that  the  edit  is  not  operating  as  intended, 
and  thus  invahd  data  may  be  processed.  Personnel  at  ISD  Systems 
Development  Bureau  indicated  the  edit  contains  a  programming  error. 
The  problem  has  never  been  identified  by  the  division  because 
personnel  working  with  the  documents  did  not  inform  management  of 
the  situation. 

The  division  should  work  with  ISD  to  correct  the  programming 
error  related  to  the  class  code  edit  program.  The  division  should  take 
steps  to  develop  problem  resolution  procedures  to  ensure  that  when 
problems  occur  they  are  addressed  and  corrected. 

RECOMMENDATION  #7 


WE  RECOMMEND  THE  DEPARTMENT: 

A.  ESTABLISH  UNIT  CHECKS  FOR  THE  PROCESSING  OF 
WORKERS'   COMPENSATION  BENEFIT  PAYMENTS. 

B.  CORRECT  THE  PROGRAMMING  ERROR  RELATED  TO  THE 
CLASS  CODES  EDIT  PROGRAM. 

C.  DEVELOP  PROBLEM  RESOLUTION  PROCEDURES  TO 
ENSURE  THE  TIMELY  IDENTIFICATION  AND  RESOLUTION 
OF  PROBLEMS. 
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Processing  Controls  -  12  Year  Report 

In  cooperation  with  the  division,  we  developed  a  computer 
program  designed  to  duplicate  the  processing  of  the  12  Year  Report. 
We  compared  the  12  Year  Report  results  with  the  report  generated  by 
ISD.  We  found  the  processing  related  to  the  Accident  Master  file  and 
the  Accident  History  Master  file  was  reasonable. 

We  determined  through  discussions  with  division  and  ISD 
personnel  that  run  totals  between  input,  processing,  and  output  are 
not  verified.  Division  personnel  stated  the  reconciliation  of  run  totals 
is  possible  but  would  be  a  lengthy  process.  Regardless  of  the  length  of 
the  process  involved,  run  totals  should  be  reconciled  to  ensure  the 
proper  processing  of  all  data.  We  believe  the  cost  of  establishing  a 
system  of  reconciliation  would  be  minimal. 

RECOMMENDATION  #8 

WE   RECOMMEND    THE    DEPARTMENT    ESTABLISH   PROCEDURES 

TO  RECONCILE  RUN  TOTALS  OF  THE  12  YEAR  REPORT. 


Summary 

Based  on  the  data  processing  control  weaknesses  identified 
previously  in  this  section,  we  believe  there  is  a  question  as  to  the 
reasonableness  of  the  information  supplied  to  the  actuary  through  the 
12  Year  Report.  Because  of  the  nature  of  the  data  in  the  master 
files,  it  is  not  feasible  to  complete  a  100  percent  correction  of  the 
files.  If  our  recommendations  were  implemented  in  a  timely  manner 
the  12  Year  Report  could  be  in  a  rehable  form  in  approximately  three 
years.  This  is  due  to  the  fact  that  the  highest  rate  of  payout  on 
benefit  claims  occurs  in  the  first  three  years  after  an  accident. 

FULL  FUNDING   DEFICIENCY 

Actuarial  projections  for  the  State  Compensation  Insurance  Fund 
(SCIF)  disclosed  a  full  funding  deficiency  of  approximately  $81  million 
at  June  30,  1986.  A  funding  deficiency  exists  when  the  assets  of  the 
fund  at  a  particular  date  are  not  adequate  to  pay  the  future  costs  of 
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all  liabilities  incurred  as  of  that  date.  Under  normal  operations,  each 
year's  premium  should  be  adequate  to  provide  for  all  present  and 
future  payments  of  all  benefits  incurred  to  date,  whether  or  not 
reported,  with  a  margin  for  contingencies.  Whenever  a  funding 
deficiency  occurs,  future  premiums  need  to  be  drawn  upon  to  satisfy 
the  existing  liabilities  of  the  fund. 

Based  upon  actuarial  evaluations,  the  SCIF  was  operating  on  an 
actuarially  sound  basis  prior  to  July  1,  1984.  The  SCIF  was  generating 
the  revenue  necessary  to  cover  liabilities  incurred.  In  April  1985  the 
actuary  projected  a  funding  deficiency  of  approximately  $28  million 
would  exist  at  June  30,  1985.  The  premium  rates  were  set  by  the 
division  for  fiscal  year  1985-86  to  provide  funding  for  the  accrued 
interest  on  the  estimated  full  funding  deficiency  but  did  not  address 
the  funding  deficiency.  The  actuary  was  assured  that  a  program  would 
be  implemented  at  the  end  of  fiscal  year  1985-86  to  recover  the 
deficiency  outstanding  at  that  time. 

The  premium  rates  set  in  May  1986  for  fiscal  year  1986-87 
reflected  the  estabUshed  program  for  generating  the  necessary  revenue 
to  cover  the  Uabilities  incurred  in  fiscal  year  1986-87,  and  to  recover 
over  a  ten-year  period  the  $29  milUon  full  funding  deficiency 
projected  at  that  time.  Upon  release,  in  November  1986,  of  the 
actuarial  evaluation  for  fiscal  year  1985-86,  the  division  recognized 
that  the  rates  would  have  to  be  increased  again  to  cover  the  newly 
estimated  $81  million  full  funding  deficiency.  At  that  time  the 
division  implemented  a  17  percent  surcharge  (effective  January  1,  1987) 
which  represented  approximately  half  of  the  required  increase  in 
premium  rates. 

In  this  report,  we  address  issues  which  may  have  an  impact  on 
the  full  funding  deficiency  and  the  auditor's  opinion  contains  a 
disclosure  paragraph  because  of  its  magnitude.  The  issues  addressed  in 
this  report  include  the  errors  identified  relating  to  medical  and 
compensation  benefit  payments  which  exist  in  the  data  which  is  used 
by  the  actuary  to  make  the  SCIF  habihty  projections.  We  also 
identified  control  weaknesses  over  the  generation  of  the  12  Year 
Report.     The  actuary  uses  this  data  as  a  basis  for  his  projections  on 
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the  incurred  liabilities  and  the  premium  rates  required  to  operate  the 
fund  on  an  actuarially  sound  basis.  Based  on  the  results  of  our 
findings,   we  believe  the  funding  deficiency  of  $81  million  at  June  30, 

1986,  represented  the  maximum  funding  deficiency  under  current  law 
and  court  interpretations  of  the  law  at  that  date.  A  recent  court 
interpretation  of  the  appUcabihty  of  discounting  a  lump  sum  payment 
for  permanent  total  benefits  exposes  the  fund  to  an  additional 
potential  Liability  of  $20  to  $30  million  for  accidents  which  occurred 
prior  to  April  15,   1985. 

In  addition  to  the  long-term  full  funding  deficiency  problem,  the 
division  must  also  address  a  short-term  cash  flow  problem.  We  have 
issued  a  separate  letter  report  to  the  legislature  which  contains  a  cash 
flow  analysis  of  the  SCIF  and  discloses  that  the  fund  wiU  not  be  able 
to  continue  to  pay  benefits  after  July  1990.  This  cash  flow  analysis 
was  prepared  assuming  the  level  of  benefits  provided  beginning  July  1 , 

1987,  will  be  based  on  the  provisions  of  Senate  Bill  315,  third  reading 
copy,  which  passed  the  state  Senate  and  is  currently  pending  in  the 
House  of  Representatives. 

Under  current  law,  section  39-71-2304(2),  MCA,  the  division  is 
required  to  set  premium  rates  so  that  "the  industrial  insurance 
program  shall  be  neither  more  nor  less  than  self-supporting."  Section 
39-71-2304(5),  MCA,  also  requires  the  division  to  set  premium  rates  at 
a  level  sufficient  to  fund  the  program,  including  administration, 
benefits  and  adequate  reserves.  The  division  did  not  comply  with  the 
law  when  it  implemented  a  partial  increase  in  premium  rates  in 
January  1987. 

Because  the  division  is  required  to  maintain  the  fund  on  a  self- 
supporting  basis,  the  division  has  only  one  option  available  to  ensure 
compliance  under  the  current  law,  and  that  is  to  increase  employer 
premium  rates  to  generate  sufficient  revenue.  The  legislature  has 
options  available  such  as  the  statutory  reduction  of  the  benefits  paid 
to  covered  workers.  The  implementation  of  the  recommendations 
dealing  with  medical  and  compensation  benefit  payment  processing  and 
the  controls  over  the  12  Year  Report  will  reduce  some  of  the 
administrative  costs  incurred  by  the  SCIF.      However,  the  full  funding 
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deficiency  will  still  exist  and  must  be  addressed  in  accordance  with 
state  law. 

RECOMMENDATION  #9 

WE  RECOMMEND   THE  DEPARTMENT  COMPLY  WITH  STATE  LAW 

WHICH  REQUIRES  THE  SCIF  BE  SELF-SUPPORTING. 

WORKERS'   COMPENSATION  PREMIUMS 

During  our  audit  of  the  Montana  Center  for  the  Aged,  we  were 
notified  by  the  Department  of  Institutions  of  an  unrecorded  liability 
for  workers'  compensation  premiums.  We  found  that  the  Department 
of  Institutions  (ICO)  and  the  Division  of  Workers'  Compensation 
reached  an  oral  agreement  to  reduce  workers'  compensation  premiums 
for  each  institution  to  stay  within  the  institutions'  budget  levels  for 
the  1987  biennium.  As  part  of  the  agreement,  the  Department  of 
Institutions  was  to  pay  the  remaining  premium  due  by  obtaining  a 
supplemental  appropriation.  The  premiums  were  reduced  by  adjusting 
experience  modification  factors,  for  some  institutions  by  as  much  as  50 
percent.  The  division  is  tracking  the  difference  between  the  reduced 
premiums  and  the  premiums  that  should  be  paid.  The  Department  of 
Institutions  has  requested  a  supplemental  appropriation  of  $1,974,297 
during  the  1987  Legislative  Session  to  pay  the  difference  between  the 
reduced  premiums  and  the  actual  premiums  owed  for  worker's 
compensation  insurance . 

The  oral  agreement  reached  between  the  two  agencies  violates 
state  law.  Section  39-71-403,  MCA,  requires  that  state  agencies  enroll 
in  the  state-operated  workers'  compensation  plan  and  "any  sums 
necessary  to  be  paid . . .  by  any  state  agency  shall  be  considered  to  be 
ordinary  and  necessary  expense  of  the  agency,  and  the  agency 
shall. .  .pay  such  sums  into  the  state  compensation  insurance  fund  at  the 
time  and  in  the  manner  provided  for  in  this  chapter,  notwithstanding 
that  the  state  agency  may  have  failed  to  anticipate  such  ordinary  and 
necessary  expense..." 
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The  oral  agreement  gives  preferential  treatment  to  state 
institutions  over  private  employers  and  all  other  state  agencies 
enrolled  in  the  state  compensation  insurance  fund.  Non-payment  of 
premiums  due  ordinarily  results  in  the  cancellation  of  an  employer's 
coverage  unless  a  definite  payment  plan  has  been  adopted. 
Correspondence  provided  by  ICO  and  the  division  does  not  document 
ICO's  intention  to  pay  from  a  supplemental  appropriation  and  therefore 
does  not  constitute  a  formal  written  agreement  of  a  repayment  plan 
between  the  two  parties. 

A  Department  of  Institutions  official  estimates  the  total  unpaid 
premiums  at  June  30,  1987,  will  be  approximately  $1.8  million.  The 
following  table  Lists  the  amount  of  unpaid  premiums  at  June  30,   1986. 

TABLE   3 

UNPAID  PREMIUM  AS  OF  JUNE  30.    1986 

Montana  Veterans'    Home  $      1,243" 

Montana  State  Hospital  392,233 

Montana  State   Prison  31,888 

Montana  Developmental   Center  114,704 

Center  for  the  Aged  55,128 

Swan  River  Youth  Forest   Camp  1,720 

Eastmont  Training  Center  26,205 

Total  $623.121 

*This   amount  was  netted  with  credit   balances   totaling   $9,242   from 
the  Pine  Hills   School,    Mountain  View  School,    State  Board  of   Par- 
dons,   Department   of   Institutions   Central  Office,    and  Montana  Youth 
Treatment   Center. 


Source:    Division     of  Workers'    Compensation,   Administrative  Support 
Bureau 


The  division  does  not  charge  interest  on  past  due  premiums  as 
allowed  by  state  law.  Based  on  the  amount  of  the  Department  of 
Institutions'  past  due  premiums  at  June  30,  1986,  and  the  amount 
estimated  to  be  past  due  at  June  30,  1987,  we  estimate  the  state 
compensation  insurance  fund  will  lose  approximately  $123,000  in 
interest  during  the  1987  biennium. 
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Options  other  than  the  agreement  made  were  available  to  ICO 
under  the  established  budget  process.  For  example,  budget 
amendments  can  be  used  to  reallocate  dollars  already  budgeted 
although  they  cannot  increase  overall  budget  authority.  Additionally, 
ICO  could  have  transferred  budget  authority  from  the  second  year  of 
the  biennium  to  the  first  year  to  pay  the  premiums  due.  ICO  could 
have  then  requested  a  supplemental  appropriation  in  the  second  year. 

The  payment  of  artificially  reduced  premiums  by  the  Department 
of  Institutions  was  also  noted  in  our  financial-compliance  audit  of  the 
Division  of  Workers'  Compensation  for  the  two  fiscal  years  ended  June 
30,  1982.  The  agreement  between  the  division  and  the  Department  of 
Institutions  to  reduce  fiscal  year  1985-86  and  1986-87  premiums  was 
made  at  the  direction  of  the  Governor's  Office  of  Budget  and  Program 
Planning  (OBPP)  and  violates  state  law.  An  OBPP  official  stated  this 
approach  was  used  because  of  the  precedent  that  was  set  in  fiscal 
year  1981-82. 

RECOMMENDATION  #10 

WE  RECOMMEND  THE  DEPARTMENT  COMPLY  WITH  STATE  LAW 
BY  REQUIRING  PREMIUM  PAYMENTS  BY  STATE  INSTITUTIONS 
BE  MADE  WHEN  DUE  OR  ESTABLISHING  A  FORMAL  WRITTEN 
REPAYMENT  PLAN  FOR  DELINQUENT  PAYMENTS. 

FEDERAL  ASSISTANCE 

Our  financial- compliance  audit  of  the  Department  of  Labor  and 
Industry  was  performed  in  compliance  with  the  Federal  Single  Audit 
Act  and  Office  of  Management  and  Budget  Circular  A-102.  The 
Department  of  Labor  and  Industry  spent  nearly  $50  million  in  federal 
assistance  monies  during  the  two  fiscal  years  under  audit.  Federal 
assistance  is  provided  under  such  grants  as  the  Unemployment 
Insurance  base,  the  Wagner-Peyser  Act,  Title  II  and  Title  III  (Job 
Training  Partnership  Act  and  Summer  Youth  programs),  and  the  Work 
Incentive  Program  (WIN).     Because  of  the  significance  of  the  amount 


22 


spent  and  the  requirements  of  the  federal  government,  we  performed 
extensive  audit  tests  on  federal  assistance  expenditures. 

Federal  Assistance  Accounting 

The  department  did  not  comply  with  state  and  federal  regulations 
regarding  grantee  financial  management  systems.  Federal  regulations 
include      the      following     requirements:  the      grantee's     financial 

management  system  shall  provide  current,  accurate,  and  complete 
identification  of  the  source  and  appUcation  of  funds.  In  addition, 
federal  regulations  mandate  an  audit  of  federal  assistance  expenditures 
to  determine  compliance  with  the  regulations  and  the  allowability  of 
costs  charged  to  federal  programs.  State  law,  section  17-2-103(3), 
MCA,  requires  that  each  federal  grant  or  other  federal  money  within 
any  subfund  must  be  identifiable  as  a  separate  accounting  entity, 
reporting  center,  responsibihty  center,  or  revenue  identification  code. 

To  comply  with  the  federal  audit  requirements  we  requested  the 
department  prepare  a  schedule  of  federal  assistance  expenditures  for 
fiscal  years  1984-85  and  1985-86.  The  schedule  would  identify  the 
costs  charged  to  various  federal  programs.  Our  testing  of  federal 
assistance  expenditures  included  a  determination  of  the  reasonableness 
of  the  schedules.  The  department  did  not  provide  the  schedules  in  a 
timely  manner  and  the  initial  schedule  for  fiscal  year  1984-85  was  not 
adequately  supported. 

We  first  requested  a  schedule  of  federal  assistance  expenditures 
for  fiscal  year  1984-85  in  February  1986.  We  did  not  receive  the 
schedule  until  April  1986.  We  attempted  to  agree  amounts  on  the 
schedule  to  the  department's  accounting  records  and  found  numerous 
discrepancies.  Some  of  the  amounts  were  from  the  Statewide 
Budgeting  and  Accounting  System  (SBAS)  and  some  were  from  a 
federal  cost  accounting  system  used  by  the  department.  Still  other 
amounts  on  the  schedule  could  not  be  agreed  to  either  accounting 
system. 

We  communicated  our  concerns  to  the  department  and  requested 
the  discrepancies  be  resolved.  We  later  met  with  department  officials 
and  discussed  the  federal  regulations  and  federal  audit  requirements 
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regarding  the  schedules  of  federal  assistance  expenditures.  The 
department  agreed  to  provide  the  information  necessary  to  enable  us 
to  audit  the  schedules.  We  received  the  revised  schedule  of  federal 
assistance  expenditures  for  fiscal  year  1984-85  in  December  1986.  The 
department  completed  the  fiscal  year  1985-86  schedule  in  January  1987. 
We  discuss  the  results  of  audit  work  performed  on  the  revised 
schedules  in  the  next  report  section. 

The  department's  difficulty  in  providing  the  schedules  in  a  timely 
manner  stemmed  from  three  factors.  First,  the  use  of  two  accounting 
systems  comphcated  the  preparation  of  the  schedules.  Second,  the 
department  experienced  staff  turnover  in  two  key  accounting  positions 
during  the  audit  period.  These  positions  were  not  filled  for 
approximately  two  months .  Third ,  the  department  did  not  have  written 
documentation  of  the  accounting  procedures  used  for  federal  assistance 
programs.  This  made  the  effect  of  the  staff  turnover  even  more 
severe . 

The  department's  inabiUty  to  prepare  the  required  schedules  for 
eleven  months  indicates  the  lack  of  an  adequate  accounting  system  for 
identifying  federal  assistance  moneys.  Written  procedures  for  federal 
assistance  accounting  would  help  ensure  compUance  with  the  state  and 
federal  accounting  requirements  as  well  as  expedite  preparation  of  the 
schedules  of  federal  assistance  expenditures.  The  procedures  could 
document  the  sources  of  financial  information  (accounting  entities, 
responsibiUty  centers,  etc. )  for  each  grant.  Such  documentation  would 
aid  the  department  in  schedule  preparation  and  would  ensure 
consistency  in  case  of  staff  turnover. 

Audit  of  Grant  Expenditure  Schedules 

As  noted  above,  the  department  used  two  accounting  systems  in 
fiscal  year  1984-85  to  account  for  federal  funds,  SBAS  and  a  federal 
cost  accounting  system  (CAS).  Our  audit  procedures  were  performed 
only  on  SBAS  since  department  personnel  had  informed  us  at  the 
outset  of  the  audit  that  all  financial  activity  was  recorded  on  SBAS. 
We  then  requested  that  the  department  reconcile  amounts  recorded  on 
CAS  to  those  recorded  on  SBAS.     The  two  systems  were  reconciled  to 
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within  approximately  $90,000.  The  department  also  performed  a 
reconciliation  of  federal  assistance  expenditures  recorded  on  SBAS  and 
those  reported  on  the  schedule  of  federal  assistance  expenditures  to 
within  approximately  $73,000  (.3%  of  approximately  $23.5  million 
recorded  on  SBAS). 

Based  on  our  audit  work,  we  cannot  conclude  on  the 
reasonableness  of  the  expenditures  reported  for  individual  federal 
assistance  grants  due  to  the  unreconciled  amounts.  However,  we 
concluded  that  the  schedule  of  federal  assistance  expenditures  for 
fiscal  year  1984-85  was  reasonable  in  total. 

We  compared  the  fiscal  year  1985-86  schedule  of  federal 
assistance  expenditures  to  SBAS  by  individual  grant.  We  found 
expenditures  for  all  material  grants  presented  on  the  schedule  were 
reasonable  except  the  Title  III  grant.  The  schedule  and  SBAS 
expenditures  for  that  grant  differed  by  $78,655. 

The  department  began  recording  all  federal  assistance  activity  on 
SBAS  in  fiscal  year  1986-87.  This  should  simplify  the  accounting  for 
federal  funds. 

RECOMMENDATION  #11 


WE  RECOMMEND  THE  DEPARTMENT: 

A.  ESTABLISH  AND  DOCUMENT  ACCOUNTING  PROCEDURES 
FOR  EACH  FEDERAL  AWARD  TO  DEMONSTRATE 
COMPLIANCE  WITH  STATE  AND  FEDERAL  REGULATIONS 
FOR  FEDERAL  ASSISTANCE  MONEYS. 

B.  PREPARE  ADEQUATELY  SUPPORTED  SCHEDULES  OF 
FEDERAL  ASSISTANCE  EXPENDITURES  ON  A  TIMELY 
BASIS. 


Questioned  JTPA  Costs 

In  accordance  with  federal  and  state  regulations,  the  Employment 
PoUcy  Division  (EPD)  requested  that  we  conduct  an  audit  of  the  Dillon 
Job  Service  Office's  expenditures  for  the  JTPA  program.  The  audit 
covered  fiscal  years  1984-85,  1985-86,  and  one  half  of  1986-87  and  was 
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conducted  to  identify  costs  which  may  be  unallowable  under  JTPA 
program  regulations.  We  reviewed  participant  files,  tested  on-the-job- 
training  (OJT)  payments,  traced  supportive  service  expenditures,  and 
examined  employers'  payroll  records.  The  audit  report  is  provided  to 
the  EPD  as  administrative  entity  for  the  JTPA  service  delivery  area. 
Responsibility  for  the  resolution  of  the  audit  findings  rests  with  the 
EPD. 

Based  on  this  review,  we  identified  areas  of  noncompliance  with 
JTPA  program  regulations  and  state  policy  requirements .    For  example : 

1.  79  of  98  participants  lacked  the  required  eligibility 
documentation  before  services  were  rendered. 

2.  13  of  the  79  participants  did  not  have  files  or  any 
documentation  in  the  Dillon  Job  Service  Office. 

3.  17  participants  had  no  prior  approval  for  supportive  services 
such  as  child  care  or  classroom  training.  In  addition, 
invoices  for  supportive  services  were  dated  previous  to 
enrollment  in  the  program  (state  policy). 

4.  8  participants  were  employed  two  to  three  weeks  before 
enrollment  in  the  JTPA  program. 


The  JTPA  Manual  specifically  addresses  the  last  two  areas  by 
requiring  the  participant  not  be  previously  employed  and  prior  approval 
be  obtained  before  supportive  services  are  provided.  As  a  result  of 
our  review  of  the  files,  we  question  the  allowability  of  aU  costs 
associated  with  79  of  the  98  participants. 

The  Dillon  Job  Service  was  awarded  a  total  of  approximately 
$126,000  for  program  years  1984,  1985,  and  1986,  and  spent 
approximately  $96 ,  600  on  its  JTPA  program  for  those  years .  Based  on 
the  lack  of  documentation  available  at  the  time  of  the  audit  and  areas 
of  noncompliance  noted,  we  question  the  allowability  of  the  following 
costs     for  the  Dillon  Job  Service  Office  JTPA  program. 
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TABLE  4 

QUESTIONED  JTPA  COSTS 

Program  Year 
PROGRAM  YEAR  II  A  Adult  II  A  Youth  Total 

1984  (1984-85)  $20,254.96  $   5,270.70  $25,525.66 

1985  (1985-86)  $25,951.03  $19,563.57  $45,514.60 

1986  (6/30-12/31/86)  $   6,935.55  $   4,377.95  $11,313.50** 

TOTAL  QUESTIONED  COSTS  $82.353.76* 

*   includes   supportive   service  expenditures 
**   includes   current  on- the- job- training  contracts 

Source:        Compiled  by  the  Office   of   the  Legislative  Auditor 

We  identified  similar  problems  vdth  noncompliance  with  JTPA 
program  regulations  in  the  Office  of  the  Legislative  Auditor's 
performance  audit  report,  Monitoring  of  Montana  Job  Training 
Programs  (86P-39) .  This  report  noted  noncompliance  occurred  at  the 
23  various  program  operators  visited  around  the  state.  The  program 
operators  continued  to  use  procedures  which  resulted  in  noncompliance 
because  the  monitoring  team  had  not  identified  a  problem.  Lack  of 
eligibility  documentation  and  prior  approval  for  supportive  services 
were  two  of  the  areas  of  noncompliance  noted  at  these  operators. 
The  scope  of  the  performance  audit  was  to  determine  the  areas  of 
noncompliance,  and  did  not  include  identifying  potential  questioned 
costs. 

Because  the  scope  of  this  audit  was  limited  to  the  Dillon  Job 
Service,  we  did  not  determine  the  extent  of  costs  that  may  have  been 
questioned  under  JTPA  program  regulations  for  the  program  as  a 
whole . 
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RECOMMENDATION  #12 

WE  RECOMMEND  THE  DEPARTMENT  IMPLEMENT  PROCEDURES 
TO  ENSURE  COMPLIANCE  WITH  JTPA  PROGRAM  REGULATIONS 
AT  THE  LOCAL  AGENCIES. 


Unemployment  Insurance  Financial  Reporting 

In  accordance  with  federal  audit  regulations  we  reviewed  the 
department's  federal  financial  reports  to  ensure  proper  support 
documentation  exists  for  reports  submitted.  Federal  regulations 
require  the  periodic  submission  of  the  Unemployment  Insurance 
Financial  Transactions  Summary  (M  2-112)  for  the  Unemployment 
Insurance  Program.  This  report  provides  a  monthly  summary  of 
financial  activity  for  the  unemployment  insurance  program.  The  report 
we  reviewed  for  the  month  of  June  1986  reported  total  deposits  and 
disbursements  of  $5.65  milUon  and  $8.56  miUion,   respectively. 

The  support  provided  by  the  department  for  many  of  the  amounts 
on  the  report  was  a  worksheet  generated  on  a  microcomputer  using  a 
worksheet  software  package.  The  department  employee  using  the 
worksheet  did  not  know  what  information  the  worksheet  processed  or 
the  source  of  the  information.  The  two  people  who  developed  the 
worksheet  were  no  longer  employed  by  the  department.  A  department 
official  stated  that  no  documentation  existed  for  the  worksheet.  As 
a  result,  we  are  unable  to  determine  the  reasonableness  of  some  of  the 
amounts  reported  on  the  M  2-112  report. 

A  similar  finding  was  included  in  the  performance  audit  of  the 
department's  monitoring  of  job  training  programs  (86P-39).  The 
department  has  drafted  policies  concerning  documentation  of  automated 
data  appUcations  and  according  to  the  department's  response  in  the 
performance  audit  report,  has  implemented  the  pohcy.  The  policy 
would  ensure  that  the  microcomputer  application  used  to  prepare  the 
M  2-112  report  would  have  an  adequate  audit  trail  for  verification  of 
amounts  included  in  the  report. 
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RECOMMENDATION  #13 

WE  RECOMMEND  THE  DEPARTMENT  DOCUMENT  THE  PURPOSE 
AND  SOURCE  OF  INFORMATION  ON  THE  MICROCOMPUTER 
WORKSHEET  USED  IN  PREPARING  THE  UNEMPLOYMENT 
INSURANCE  FINANCIAL  TRANSACTIONS  SUMMARY. 


ACCOUNTING  ISSUES 
Benefit  Bank  Account 

The  department  maintains  a  separate  state  treasury  bank  account 
to  draw  checks  for  unemployment  benefits.  Beginning  with  the  audit 
for  fiscal  years  1975-76  and  1976-77,  we  noted  the  bank  balance  and 
the  department's  balance  for  the  account  were  unreconcilable .  In  the 
audits  for  the  two  fiscal  years  ended  June  30,  1977  and  June  30,  1984, 
we  recommended  the  department  reconcile  the  benefit  bank  account. 
The  department  concurred  with  the  recommendations.  At  June  30, 
1984  the  difference  between  the  bank  and  department  balances  was 
$5,100.  As  of  June  30,  1986,  the  bank  statement  balance  was 
$1,352,561  and  the  department's  records  indicated  a  $618,357  balance,  a 
difference  of  over  $734,000. 

The  maintenance  of  a  reconciled  balance  is  critical  due  to  the 
volume  of  activity  in  the  account.  The  department  issues  an  estimated 
500,000  checks  from  the  account  each  fiscal  year.  In  the  month  of 
June  1986  the  department  reported  deposits  of  approximately  $4.6 
million  and  disbursements  of  approximately  $3.5  milUon. 

The  department  originally  was  unable  to  reconcile  the  account 
because  of  bank  errors  that  were  not  corrected.  Then,  during  fiscal 
year  1983-84,  the  magnetic  coding  on  the  department's  checks  did  not 
Une  up  correctly  for  the  check  reader  at  the  bank  and  the  quality  of 
the  check  coding  was  poor.  These  conditions  resulted  in  incomplete 
listings  of  cashed  checks  provided  to  the  department  by  the  bank. 
The  department  subsequently  purchased  checks  which  the  checkreader 
at  the  bank  could  read. 

Department  personnel  decided  it  would  not  be  cost  effective  to 
manually  reconcile  the  account  so  a  decision  was  made  to  accept  the 
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bank's  balance  at  September  30,  1984.  However,  the  department  has 
not  attempted  monthly  reconciliations  of  the  bank  account  following 
the  acceptance  of  this  balance. 

We  determined  that  reconciliations  were  still  not  being  performed 
during  the  planning  of  the  current  audit.  We  again  communicated  our 
concern  to  the  department.  The  department's  response  was  that  a 
decision  had  been  made  to  accept  the  September  30,  1984  balance,  but 
did  not  address  the  fact  that  monthly  reconciliations  were  still  not 
being  performed. 

The  reconciliation  process  is  a  primary  tool  available  to  the 
agency  to  ensure  that  the  accounting  records  are  accurate.  If  the 
accounting  records  are  not  properly  maintained  the  department  cannot 
properly  safeguard  these  assets.  Because  the  account  has  not  been 
reconciled  the  department  has  no  way  of  determining  what  the  actual 
cash  balance  should  be.  If  improprieties  or  defalcations  wer^  to  occur 
they  would  not  be  detected,  and  any  errors  in  the  bank  account  will 
not  be  discovered  because  the  department  cannot  determine  the  proper 
cash  balance. 

Agency  personnel  indicated  in  September  1986  that  they  plan  to 
reconcile  the  bank  account,  but  it  would  not  be  completed  prior  to  the 
end  of  December  1986.  As  of  March  1987,  the  reconciliation  is  still 
not  completed.  The  June  30,  1986,  difference  of  $734,204  may  be 
attributable  to  proper  reconciUng  items,  but  this  cannot  be  determined 
without  a  proper  reconciliation. 

RECOMMENDATION  #14 


WE   RECOMMEND   THE  DEPARTMENT   RECONCILE  THE  BENEFIT 
BANK  ACCOUNT  TO  ITS  ACCOUNTING  RECORDS. 


Accounts  Receivable 


Allowance  for  Uncollectible  Accounts 

The  department  has  not  estimated  and  recorded  on  SBAS  an 
allowance  for  uncollectible  accounts  for  unemployment  tax  receivables. 
The  department  concurred  with  our  prior  audit  recommendation  that  an 
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allowance     be     recorded     but     did     not     implement     it.  We     sent 

confirmations  to  20  employers  to  determine  if  the  receivables  on  the 
department's  records  were  reasonably  stated.  Two  of  the  employers 
were  in  bankruptcy  proceedings  and  three  confirmations  were 
undeliverable .  In  addition,  the  department's  aging  schedule  as  of  June 
30,  1986  reported  that  approximately  67  percent  of  the  $4.9  million 
receivable  was  over  one  year  old.  These  facts  indicate  that  not  all 
accounts  are  collectible  and  an  allowance  for  uncollectible  accounts 
should  be  recorded. 

Department  personnel  stated  they  forgot  to  record  an  allowance 
for  uncollectible  accounts  at  fiscal  year-end.  They  also  said  they  do 
not  have  a  reasonable  basis  for  estimating  the  uncollectible  accounts. 
The  department  concurred  with  prior  recommendations  to  record  an 
allowance  and  it  should  be  able  to  calculate  a  reasonable  estimate 
based  on  past  collection  history  and  accounts  receivable  aging  reports. 

RECOMMENDATION  #15 

WE  RECOMMEND  THE  DEPARTMENT  ESTIMATE  AND  RECORD 
ON  SBAS  AN  ALLOWANCE  FOR  UNCOLLECTIBLE 
UNEMPLOYMENT  TAX  ACCOUNTS. 


Accounts  Receivable  Cutoff 

We  noted  two  errors  in  accounts  receivable  cutoff.  Certain 
benefits  paid  by  the  department  are  reimbursable  by  employers. 
Reimbursable  benefits  of  $108,383  paid  by  the  department  in  June  1986 
were  not  recorded  as  a  receivable  at  fiscal  year-end  1986.  In 
addition,  the  department  did  not  record  payments  of  $3,083  received 
on  accounts  receivable  during  the  last  three  days  of  June  1986  until 
the  following  fiscal  year.  All  activity  through  June  30  should  be 
included  in  the  fiscal  year's  accounting  records. 

As  a  result  of  these  two  errors,  receivables  were  understated 
$105,300  in  the  Expendable  Trust  Fund  at  June  30,    1986. 


31 


RECOMMENDATION  #16 

WE  RECOMMEND  THE  DEPARTMENT  RECORD  ACCOUNTS 
RECEIVABLE  TRANSACTIONS  IN  ACCORDANCE  WITH  STATE 
ACCOUNTING  POLICY. 


Double  Reporting 

In  prior  audits  of  the  department  we  recommended  the 
department  comply  with  state  accounting  policy  and  eliminate  the 
double  reporting  of  revenues  and  expenditures  in  specific  department 
programs.  The  double  reporting  occurs  in  the  Special  Revenue  Fund 
for  the  Centrahzed  Services  Division  and  the  Job  Service  Training 
Division .    These  situations  are  explained  in  the  following  paragraphs . 

Various  other  programs  reimburse  the  Centralized  Services 
Division  for  expenditures  incurred  which  benefit  the  department 
overall.  The  Centrahzed  Services  Division  incurs  the  expenditures 
initially.  The  other  programs  then  transfer  cash  for  the  costs 
allocated  to  each  and  again  record  an  expenditure.  The  Centrahzed 
Services  Division  records  revenue  when  the  cash  is  transferred  to  it. 
This  method  of  accounting  for  the  cash  transfers  overstated  revenues 
and  expenditures  in  the  Special  Revenue  Fund  by  $482,185  and  $670,847 
in  fiscal  years  1984-85  and  1985-86,   respectively. 

The  department  improperly  recorded  revenues  and  expenditures  in 
the  Special  Revenue  Fund  for  the  transfer  of  grant  moneys  between 
accounts  in  fiscal  year  1984-85.  The  department  subgranted  JTPA 
funds  to  its  Job  Service  Training  Division  and  recorded  revenues  and 
expenditures  for  both  the  original  grant  and  the  subsequent  subgrant. 
This  resulted  in  an  overstatement  of  revenues  and  expenditures  of 
$2,032,442  in  the  Special  Revenue  Fund  in  fiscal  year  1984-85. 
Transfers  in  and  transfers  out  are  understated  by  the  same  amount. 
The  department  corrected  this  recording  procedure  in  fiscal  year  1985- 
86  and  now  properly  records  these  transactions  in  the  Special  Revenue 
Fund. 

In   cooperation   with   the   Department   of   Administration   and   the 
Office  of  Budget  and  Program  Planning,  the  department  has  requested 
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the  Centralized  Services  Division  be  funded  as  an  Internal  Service 
Fund  operation .  This  procedure  eliminates  the  double  reporting  of  the 
associated  revenues  and  expenditures.  Because  the  department  has 
taken  corrective  action  we  make  no  recommendation. 

ELECTRONIC  DATA  PROCESSING   (EDP) 

Background 

The  Department  of  Labor  and  Industry  has  several  computerized 
processing  systems.  We  performed  audit  tests  on  selected  systems  that 
are  critical  to  department  operations.  As  part  of  the  expanded  scope 
work  at  the  Division  of  Workers'  Compensation,  we  reviewed  the  input, 
processing,  and  output  controls  associated  with  the  generation  of  the 
12  Year  Report  used  by  the  actuary.  Findings  related  to  that  work 
are  discussed  on  pages  10  through  17.  Other  systems  reviewed  include 
the  Employer  Tax  and  Unemployment  Benefit  systems  used  by  the 
Unemployment  Insurance  Division  and  the  Employer  Premium  system 
used  by  the  Division  of  Workers'  Compensation.  We  also  reviewed 
selected  aspects  of  the  Unemployment  Benefit  system  that  is  used  by 
the  Job  Service  offices  throughout  the  state. 

Access  Controls 

Access  controls  are  safeguards  designed  to  ensure  computer 
system  resources  are  properly  used .  They  can  be  categorized  as  either 
electronic  or  physical.  The  overall  system  of  access  controls  consists 
of  both  the  department's  own  security  system,  which  controls  data 
input,  as  well  as  ACF2,  the  state's  mainframe  computer  security 
software,  which  governs  access  to  and  processing  of  data.  We 
identified  the  areas  of  concern  detailed  below.  The  problems 
identified  increase  the  potential  for  unauthorized  use  of  department 
data  and  programs. 

Unemployment  Insurance  Division 

We  noted  both  the  Employer  Tax  and  Unemployment  Benefit 
systems  are  not  covered  by  policies  which  require  periodic  changing  of 
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passwords  and  that  in  some  cases  a  password  was  used  by  more  than 
one  individual.  We  found  that  in  two  of  the  three  Job  Service  offices 
we  visited  the  passwords  had  not  been  changed  for  three  years.  In 
addition,  we  noted  Job  Service  employees  were  using  easily  guessed 
passwords. 

EDP  systems  typically  record  attempts  to  access  system  data.  We 
found  the  Employer  Tax  security  system  does  not  automatically 
terminate  users  after  a  specific  number  of  invaUd  attempts  to  enter 
the  system.  Also,  the  system  does  not  produce  access  reports  for  use 
by  management  in  monitoring  access  attempts.  For  the  Employer  Tax 
system  there  are  no  procedures  in  place  to  ensure  access  privileges 
are  cancelled  when  the  user  terminates  employment. 

We  found  ACF2  rules,  as  currently  structured,  allow  some 
employees  fuh  access  to  division  data  and  programs  even  though  their 
job  duties  do  not  appear  to  justify  such  access.  Examples  include 
employees  with  the  following  job  titles: 

Computer  Operator  Assistant 
Computer  Operator  Technician 
Production  Control  Specialist 
Benefits  Claims  Examiner 
Random  Audit  Claims  Clerk 
Contributions  Accounting  SpeciaUst 

Because  these  employees  have  full  access,  they  can  review  and/or 
change  data  and  programs. 

Division  of  Workers'  Compensation 

We  noted  the  division  does  not  have  policies  on  the  use  and 
format  of  passwords  or  procedures  to  ensure  that  passwords  be 
changed  periodically.  These  conditions  compromise  the  effectiveness 
of  the  security  passwords  are  designed  to  provide. 

We  also  found  the  division's  computer  security  system  does  not 
automatically  terminate  users  after  a  specific  number  of  invaUd 
attempts  to  enter  the  system  or  generate  access  reports  for  monitoring 
of  such  attempts.  This  increases  the  hkelihood  that  unauthorized 
accesses  to  critical  data  would  go  unnoticed.      No  procedures  are  in 
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place  to  ensure  access  privileges  are  cancelled  when  the  user 
terminates  employment.  We  noted  one  employee  who  terminated  in 
August  1984  had  access  privileges  until  October  1984. 

The  division's  EDP  duties  are  not  adequately  segregated.  One 
individual  is  authorized  to  approve  system  development  requests, 
initiate  system  maintenance,  access  the  production  version  of  programs 
(the  "live"  data),  and  authorize  personnel  for  system  access.  These 
duties  should  not  be  performed  by  one  individual.  The  duties  should 
be  segregated  to  the  extent  feasible  given  current  staffing  levels. 

RECOMMENDATION  #17 

WE  RECOMMEND  THE  DEPARTMENT: 

A.  DEVELOP  AND  IMPLEMENT  POLICIES  ON  THE  FORMAT, 
USE,  AND  CHANGING  OF  COMPUTER  SECURITY 
PASSWORDS. 

B.  MODIFY  THE  SECURITY  SYSTEM  TO  TERMINATE  USERS 
AFTER  A  SPECIFIC  NUMBER  OF  INVALID  ATTEMPTS  TO 
ENTER  THE  SYSTEM. 

C.  MODIFY  THE  SECURITY  SYSTEM  TO  MONITOR  USER 
ACCESS  TO  SYSTEM  RESOURCES. 

D.  DEVELOP  AND  IMPLEMENT  POLICIES  REGARDING  THE 
CANCELLATION  OF  ACCESS  PRIVILEGES  UPON  EMPLOYEE 
TERMINATION. 

E.  SEGREGATE  INCOMPATIBLE  DUTIES  IN  THE  EDP 
FUNCTION. 

F.  RESTRUCTURE  ACF2  ACCESS  RULES  TO  ENSURE  ACCESS 
IS  ALLOWED  ONLY  TO  THE  EXTENT  JOB  DUTIES 
REQUIRE. 


Error  Resolution 

We  reviewed  procedures  for  resolving  errors  in  the  Unemployment 
Benefit  system.  This  system  produces  error  reports  as  a  result  of 
various  edit  procedures  built  into  the  system.     We  found  there  is  no 
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documentation  of  how  various   errors  are  to  be  resolved  and  who  is 
responsible  for  the  resolution  of  each  type  of  error. 

The  users  of  the  system  should  be  provided  written  procedures 
for  resolving  the  various  errors  that  may  occur.  These  procedures 
should  assign  responsibility  for  error  resolution  to  specific  users  to 
ensure  the  errors  are  resolved.  A  department  official  stated  that  time 
was  not  taken  during  the  development  of  the  system  to  put  in  writing 
the  procedures  to  be  used  in  error  resolution. 

RECOMMENDATION  #18 


WE  RECOMMEND  THE  DEPARTMENT  PREPARE  WRITTEN 
DOCUMENTATION  OF  THE  ERROR  RESOLUTION  PROCEDURES 
FOR  THE  UNEMPLOYMENT  BENEFIT  SYSTEM. 


STATE  COMPLIANCE 

We  examined  the  department's  compliance  with  state  laws  and 
regulations.  The  following  two  report  sections  discuss  instances  in 
which  the  department  did  not  comply  with  state  law.  Both  issues  have 
been  addressed  in  previous  audits  of  the  Division  of  Workers' 
Compensation.  We  also  discuss  noncompliance  with  state  law  regarding 
federal  grant  accounting  on  page  23  and  timely  deposits  in  the  internal 
controls  section  of  the  report  on  page  39. 

Advanced  Rate  Assessments 

State  law  requires  the  Division  of  Workers'  Compensation  assess  a 
50  percent  rate  increase  (advanced  rate)  to  employers  whose  workplace 
is  considered  dangerous .  The  advanced  rate  assessment  is  to  be  made 
if  the  workplace  is  unduly  dangerous  in  comparison  with  other  Uke 
workplaces  and  the  employer  has  not  implemented  the  safety  provisions 
of  the  Montana  Safety  Act. 

We  found  in  our  previous  audit  that  the  advanced  rate  was  not 
assessed.  Division  personnel  at  that  time  stated  that  no  administrative 
rules  existed  to  provide  criteria  for  determining  whether  a  workplace 
was  more  dangerous  than  similar  workplaces.     The  division  concurred 
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with  our  recommendation  to  formulate  rules.  We  found  during  the 
current  audit  that  no  rules  have  been  adopted.  Division  officials 
stated  they  notify  an  employer  by  mail  requiring  that  the  employer 
correct  dangerous  conditions  identified  by  site  inspections.  This 
procedure  is  not  written  as  formal  division  policy.  The  poUcy  should 
be  put  in  writing  to  help  ensure  it  is  consistently  appUed.  According 
to  division  officials  the  advanced  rate  assessment  has  never  been 
instituted  against  an  employer. 

RECOMMENDATION  #19 


WE  RECOMMEND  THE  DEPARTMENT  FORMULATE  A  WRITTEN 
POLICY  FOR  ENFORCING  STATE  LAW  REGARDING  ADVANCED 
RATE  ASSESSMENTS  FOR  DANGEROUS  WORKPLACES. 


Boiler  Inspections 

State  law  requires  the  Division  of  Workers'  Compensation  perform 
an  annual  inspection  of  all  boilers  under  state  control.  We  noted  in 
our  previous  audit  of  the  Division  of  Workers'  Compensation  that 
inspections  were  not  being  completed  as  required.  The  division 
concurred  with  our  recommendation  to  comply  with  state  law.  The 
division's  action  was  to  request  legislative  amendment  to  the  law  in 
the  1985  Legislative  Session.  The  amendment,  which  failed,  would 
have  made  the  inspection  interval  longer  than  one  year. 

Annual  inspections  are  stiU  not  being  completed.  In  fiscal  year 
1985-86,  there  were  4,392  boilers  registered  in  the  state.  The  division 
inspected  1,216  and  2,556  were  inspected  by  insurance  companies.  The 
remaining  620  boilers  were  not  inspected  as  required  by  state  law. 
According  to  the  division,  annual  inspections  of  boilers  are  not 
performed  for  the  following  reasons.  First,  current  staff  levels  at  the 
division  are  not  adequate  to  provide  for  annual  inspections.  The 
division  has  had  difficulty  retaining  qualified  inspectors,  who  are 
required  to  have  ten  years  experience  in  the  operation  of  steam 
boilers.  Second,  there  are  fewer  insurance  company  inspectors  whose 
work    the    division    reUes    on    to   lessen   its   workload.       The   state   of 
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Montana  is  potentially  liable  for  accidents  involving  faulty  boilers 
since  inspection  requirements  are  not  being  followed.  The  division 
requested  the  law  be  amended  so  that  inspections  could  be  done  in  a 
timely  manner  without  additional  stsiff.  We  make  no  further 
recommendation  to  the  Department  of  Labor  and  Industry  at  this  time. 

RECOMMENDATION  #20 


WE  RECOMMEND  THE  LEGISLATURE  FUND  THE  PROGRAM  AS 
PROVIDED  IN  CURRENT  STATE  LAW,  OR  EXTEND  THE 
INSPECTION  INTERVALS  FOR  BOILERS. 


INTERNAL  CONTROL 

The  existence  of  internal  controls  is  an  integral  part  in  any 
organization's  ability  to  safeguard  assets,  verify  accuracy  and 
reliability  of  accounting  data,  and  promote  efficiency.  The  following 
three  report  sections  discuss  internal  control  weaknesses  we  noted 
that  compromise  the  safeguarding  of  department  assets.  The 
department's  inability  to  reconcile  its  benefit  bank  account  is  another 
internal  control  weakness  discussed  on  page  29  of  the  report. 

Check  Endorsement  and  Deposits 

The  department  is  not  in  compliance  with  section  17-6-105(6), 
MCA,  regarding  deposit  of  unemployment  insurance  payments.  The  law 
requires  that  deposits  be  made  when  coin  and  currency  exceeds  $100 
or  total  collections  exceed  $500.  We  observed  several  checks  in  excess 
of  $1,000  each  that  had  not  been  endorsed  and  should  have  already 
been  deposited  in  compliance  with  state  law.  The  department  is  also 
not  in  compliance  with  state  policy  on  endorsement  of  checks  received 
in  payment  for  unemployment  insurance.  The  Montana  Operations 
Manual  requires  that  negotiable  instruments  be  restrictively  endorsed 
upon  initial  receipt.  The  department  does  not  endorse  a  check  until  it 
has  been  reviewed  and  found  to  be  for  the  proper  amount.  According 
to  a  department  official,  it  may  take  up  to  three  days  before  a  check 
is  ready  for  deposit. 
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The  department  official  stated  it  is  too  time  consuming  to 
restrictively  endorse  each  check  upon  receipt.  The  checks  are 
attached  to  employer  statements  at  that  time  and  cannot  be  run 
through  an  endorsement  machine.  The  official  noted  that  checks  are 
kept  in  a  locked  file  cabinet  each  night. 

State  law  requiring  timely  deposits  was  designed  to  minimize  the 
risk  of  undeposited  collections  and  cost  of  making  deposits  and 
maximizing  investment  income.  The  department  should  contact  the 
Department  of  Administration  for  assistance  in  ensuring  compliance 
with  deposit  requirements. 

RECOMMENDATION  #21 

WE  RECOMMEND  THE  DEPARTMENT: 

A.  COMPLY  WITH  STATE  LAW  REQUIRING  TIMELY  DEPOSITS. 

B.  COMPLY  WITH  STATE  POLICY  REQUIRING  RESTRICTIVE 
ENDORSEMENT  OF  NEGOTIABLE  INSTRUMENTS  UPON 
INITIAL  RECEIPT. 


Check  Custody  and  Recordkeeping 

Unemployment  and  workers'  compensation  checks  are  sometimes 
returned  to  the  department  as  undeliverable .  The  checks  are  kept  in 
locked  drawers  until  a  proper  disposition  is  determined.  A  log  of  the 
checks  in  the  drawer  is  also  maintained.  We  noted  that  for  each  type 
of  benefit,  the  same  person  is  responsible  for  custody  and 
recordkeeping  of  the  checks.  When  these  two  duties  are  not 
segregated,  there  is  increased  risk  of  misappropriation  of  checks  and 
altering  of  the  records. 

We  performed  an  unannounced  audit  of  the  undelivered 
unemployment  benefits  check  drawer.  On  the  day  of  our  audit  there 
were  70  checks  in  the  drawer.  We  found  four  checks  in  the  file  that 
had  not  been  recorded  on  the  corresponding  check  log.  We  also  noted 
two  checks  recorded  on  the  check  log  were  not  in  the  drawer  and  no 
disposition    of    the    checks    had    been    documented.        A    department 
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employee    said    the    discrepancies    were    due    to    human    error   in    not 
recording  all  check  receipts  and  dispositions. 

Internal  controls  over  these  checks  would  be  strengthened  by 
having  separate  personnel  keeping  physical  custody  and  recordkeeping 
of  the  checks.  Also,  department  supervisory  personnel  should 
periodically  perform  a  comparison  of  the  checks  in  the  drawer  to  the 
log  to  ensure  the  two  agree. 

RECOMMENDATION  #22 


WE  RECOMMEND  THE  DEPARTMENT  STRENGTHEN  CONTROLS 
OVER  UNDELIVERED  BENEFIT  CHECKS. 


Other  Internal  Control  Items 

During  the  audit  we  identified  the  following  items  which  weaken 
the  department's  system  of  internal  accounting  control,  and 
compromise  the  safeguarding  of  department  assets. 

1.  State  poUcy  requires  all  SBAS  documents  be  signed  by 
authorized  personnel.  We  identified  some  SBAS  documents 
which  were  signed  with  an  authorized  signer's  name  but  not 
by  the  authorized  signer.  These  were  signed  by  the 
preparer  and  initialed  in  the  absence  of  the  authorized 
signer.  An  alternative  signature  should  have  been  obtained 
so  that  review  controls  were  not  circumvented. 

2.  During  audit  planning  department  personnel  indicated  pay 
order  batch  cards  are  initialed  by  the  data  entry  operator  to 
signify  proper  input.  We  found  this  procedure  was  not  done 
in  12  of  20  batch  cards  examined.  Internal  control 
procedures  must  be  documented  if  reliance  is  to  be  placed 
on  them. 


RECOMMENDATION  #23 


WE  RECOMMEND  THE  DEPARTMENT  IMPLEMENT  PROCEDURES 
TO  CORRECT  THE  INTERNAL  CONTROL  WEAKNESSES 
IDENTIFIED  ABOVE. 
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RECORDS  RETENTION 

State  agencies  are  required  to  maintain  records  in  an  accessible 
manner.  We  noted  instances  in  which  department  personnel  had 
difficulty  obtaining  files  or  support  documentation  we  requested  during 
our  fieldwork.     The  instances  included  the  following: 

—  The  check  issued  register  from  July  1984  through  September  1984 

for  the  Job  Training  Partnership  Act  (JTPA)  program  could  not 
be  located. 

—  JTPA   personnel   were    unable    to   find   participant   files   for   two 

transactions  we  selected  for  testing.  Alternative  supporting 
documentation  for  the  transactions  had  to  be  requested  from 
local  Job  Service  offices. 

—  During  our  interim  audit  work,  Unemployment  Insurance  Division 

personnel  were  unable  to  find  records  of  an  audit  the 
department's  Audit  Bureau  had  conducted.  When  we  returned  to 
complete  our  fieldwork,  the  records  had  been  found.  A 
department  employee  stated  that  records  are  occasionally 
misplaced . 


The  difficulty  in  retrieving  information  results  in  additional  costs 
in  staff  time  for  both  agency  personnel  and  audit  personnel.  In  the 
cases  above,  the  information  was  eventually  retrieved  or  an  alternative 
audit  trail  was  used  to  complete  the  audit  procedure.  The  department 
should  review  its  record  retention  policies  and  fihng  procedures  and 
determine  whether  improvements  could  be  made  to  prevent  future 
problems  such  as  noted  above, 

RECOMMENDATION  #24 

WE  RECOMMEND  THE  DEPARTMENT  REVIEW  RECORD 
RETENTION  POLICIES  AND  FILING  PROCEDURES  TO 
DETERMINE  WHETHER  IMPROVEMENTS  CAN  BE  MADE. 
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AUDITOR'S  OPINION    LETTER  AND   AGENCY    FINANCIAL  SCHEDULES 


SUMMARY  OF  AUDIT  OPINION 

The  auditor's  opinion  issued  in  this  report  is  intended  to  convey 
to  the  reader  of  the  financial  schedules  the  degree  of  reliance  that 
can  be  placed  on  the  amounts  presented.  The  financial  schedules  are 
prepared  from  the  Statewide  Budgeting  and  Accounting  System  (SBAS) 
without  adjustment  for  errors  identified  during  the  audit .  This  is  done 
to  convey  the  degree  of  reliance  users  may  place  on  SBAS. 

The  opinion  on  the  two  Schedules  of  Budgeted  Revenue  and 
Transfers  In  -  Estimate  and  Actual  and  the  Schedule  of  Budgeted 
Program  Expenditures  by  Object  and  Fund  for  fiscal  year  1984-85 
indicates  the  reader  of  the  financial  schedules  should  use  caution  when 
using  the  financial  information  from  these  schedules.  The  schedules 
are  misstated  because  the  department  recorded  revenues  and 
expenditures  twice  in  the  Special  Revenue  Fund  (paragraphs  three  and 
four  of  the  opinion  letter)  and  misclassified  revenue  in  the  Debt 
Service  Fund  (paragraph  five  of  the  opinion  letter). 

The  unqualified  opinion  on  the  other  financial  schedules  presented 
indicates  the  schedules  are  fairly  stated  in  all  material  respects  and 
the  user  of  this  SBAS  information  can  rely  on  the  information 
presented . 


SCOTT  A.  SEACAT 

LEGISLATIVE  AUDITOR 


STATE  OF  MONTANA 


STATE  CAPITOL 

HELENA,  MONTANA  59620 

406/444-3122 


DEPUTY  LEGISLATIVE  AUDITORS: 
JAMES  GILLETT 

FINANCIAL  COMPLIANCE  AUDITS 

JIM  PELLEGRINI 

PERFORMANCE  AUDITS 

LEGAL  COUNSEL: 

JOHNW.  NORTHEY 


The  Legislative  Audit  Committee 
of  the  Montana  State  Legislature: 

We  have  examined  the  financial  schedules  of  the  Department  of 
Labor  and  Industry  for  each  of  the  two  fiscal  years  ended  June  30, 
1985,  and  1986,  as  shown  on  pages  45  through  55.  Our  examination 
was  made  in  accordance  with  generally  accepted  auditing  standards 
and,  accordingly,  included  such  tests  of  the  accounting  records  and 
such  other  auditing  procedures  as  we  considered  necessary  in  the 
circumstances . 

As  described  in  Note  1  to  the  financial  schedules,  the 
department's  financial  schedules  are  prepared  in  accordance  with  state 
accounting  poUcy.  Accordingly,  the  accompanying  financial  schedules 
are  not  intended  to  present  financial  position  and  results  of  operations 
in  conformity  with  generally  accepted  accounting  principles. 

The  department  recorded  revenues  and  expenditures  twice  in  the 
Special  Revenue  Fund.  Various  other  programs  reimburse  the 
CentraUzed  Services  Division  for  expenditures  incurred  which  benefit 
the  department  overall.  The  Centralized  Services  Division  incurs  the 
expenditures  initially.  The  other  programs  then  transfer  cash  for  the 
costs  allocated  to  each  and  again  record  an  expenditure.  The 
Centrahzed  Services  Division  records  revenue  when  cash  is  transferred 
to  it.  This  method  of  accounting  for  the  cash  transfers  overstated 
revenues  and  expenditures  in  the  Special  Revenue  Fund  by  $482,185 
and  $670,847  in  fiscal  years  1984-85  and  1985-86,   respectively. 
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The  department  improperly  recorded  revenues  and  expenditures  in 
the  Special  Revenue  Fund  for  the  transfer  of  grant  moneys  between 
accounts  in  fiscal  year  1984-85.  The  department  subgranted  JTPA 
funds  to  its  Job  Service  Training  Division  and  recorded  revenues  and 
expenditures  for  both  the  original  grant  and  the  subsequent  subgrant. 
This  resulted  in  an  overstatement  of  revenues  and  expenditures  of 
$2,032,442  in  the  Special  Revenue  Fund  in  fiscal  year  1984-85. 
Transfers  in  and  transfers  out  are  understated  by  the  same  amount. 

The  department  misclassified  revenue  of  $348,872  and  $272,602  in 
the  Debt  Service  Fund  in  fiscal  years  1984-85  and  1985-86, 
respectively.  The  revenue  recorded  in  the  Debt  Service  Fund  is  from 
a  federal  grant  used  to  pay  bond  interest  on  the  department's  building. 
The  revenue  should  be  classified  as  federal  assistance  revenue  rather 
than  miscellaneous  revenue.  Prior  to  fiscal  year  1984-85,  the 
department  did  not  accrue  revenues  and  expenditures  related  to  the 
bond  payments  at  fiscal  year-end.  As  a  result,  revenues  and  non- 
budgeted  expenditures  are  overstated  by  $90,963  in  fiscal  year  1984-85 
in  the  Debt  Service  Fund. 

The  department's  Division  of  Workers'  Compensation  administers 
the  State  Compensation  Insurance  Fund.  The  financial  activity  of  the 
insurance  fund  is  reported  in  the  Expendable  Trust  Fund.  The  fund 
actuary  has  determined  that  at  June  30,  1986,  a  full  funding  deficiency 
of  $81,021,967  existed  for  the  State  Compensation  Insurance  Fund. 
( See  Note  6  to  the  financial  schedules . ) 

In  our  opinion,  except  for  the  effects  of  the  matters  discussed  in 
paragraphs  three  through  five,  the  Schedule  of  Budgeted  Revenue- 
Estimate  and  Actual  for  fiscal  years  1984-85  and  1985-86  and  the 
Schedule  of  Budgeted  Program  Expenditures  by  Object  and  Fund  for 
fiscal  year  1984-85  present  fairly  the  results  of  operations  of  the 
Department  of  Labor  and  Industry  for  the  fiscal  years  ending  June  30, 
1985,  and  1986,  in  conformity  with  the  basis  of  accounting  described 
in  Note  1  which,  except  for  the  change,  with  which  we  concur,  in 
recording  revenues  and  expenditures  related  to  bond  payments,  have 
been  applied  on  a  consistent  basis. 


43 


In  our  opinion  the  Schedule  of  Changes  in  Fund  Balances, 
Schedule  of  Budgeted  Program  Expenditures  by  Object  and  Fund  for 
fiscal  year  1985-86,  and  Schedule  of  Revenues,  Expenditures,  and 
Transfers  -  State  Compensation  Insurance  Fund  and  Unemployment 
Insurance  Fund  present  fairly  the  results  of  operations  and  changes  in 
fund  balances  of  the  Department  of  Labor  and  Industry  for  the  fiscal 
years  ending  June  30,  1985  and  1986,  in  conformity  vdth  the  basis  of 
accounting  described  in  Note  1  which,  except  for  the  change,  with 
which  we  concur,  in  recording  revenues  and  expenditures  related  to 
bond  payments,   have  been  applied  on  a  consistent  basis. 


Respectfully  submitted. 


James  Gillett,   CPA 
Deputy  Legislative  Auditor 


February  27,   1987 
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DEPARTMENT  OF  LABOR  AND  INDUSTRY 

SCHEDULE  OF  CHANGES  IN  FUND  BALANCES 

FOR  THE  TWO  FISCAL  YEARS  ENDED  JUNE  30.  1986 


FUND  BALANCE:  July  1,  198if 
ADDITIONS 


Special 

Debt 

Internal 

Expendable 

Revenue 

Service 

Service 

Trust 

General  Fund 

Funds 

Funds 

Funds 

Funds 

$   190. /t36 


$ 0 


$  77.274.930 


Fiscal  Year  1984-85 

Budgeted  Revenue  &  Transfers  In 

Support  from  State  of  Montana 

Nonbudgeted  Revenue 

Prior  Year  Revenue  Adjustments 
Fiscal  Year  1985-86 

Budgeted  Revenue  &  Transfers  In 

Support  from  State  of  Montana 

Nonbudgeted  Revenue 

Prior  Year  Revenue  Adjustments 

Total  Additions 


124,007 

32,544,100 

348,872 

72,156,608 

1,896,406 

121,767 

125,639 
(920,172) 

58,246,950 
(172,265) 

124,270 

32,264,791 

272,602 

1,309 

77,731,297 

1,296,889 

36,532 

711,571 

353.930 

65,079,859 

60,035,973 
2.839.627 

3.599.871 

621.474 

1.309 

270.838.190 

REDUCTIONS 


Fiscal  Year  1984-85 
Budgeted  Expenditures  &  Transfers  Out 
Prior  Year  Expenditure  Adjustments 
Direct  Entries  to  Fund  Balance 
Nonbudgeted  Expenditures  &  Transfers  Out 
Nonbudgeted  Prior  Year  Expenditure  Adj 

Fiscal  Year  1985-86 
Budgeted  Expenditures  &  Transfers  Out 
Prior  Year  Expenditure  Adjustments 
Direct  Entries  to  Fund  Balance 
Nonbudgeted  Expenditures  &  Transfers  Out 
Nonbudgeted  Prior  Yesir  Expenditure  Adj 
Total  Reductions 

FUND  BALANCE:  June  30,  1986 


2,143,755 
(1,575) 


32,309,748 
(268,125) 
170,850 


348,872 


127,088,705 
(26,580) 


1,435,908 

33,683,721 

1,309 

21,783 

309,162 
(785,906) 

272,602 

767,235 

128,224,780 

7.863.370 

3.599.871 

65.419.450 

621.474 

1,309 

263,917.510 

$       0 

$  (149jl55) 

$      (i^ 

H         0 

$  84,195,610 

This  schedule  is  prepared  from  the  Statewide  Budgeting  and  Accounting  System.  Additional  information  is  provided 
in  the  notes  to  the  financial  schedules  on  pages  51  through  55. 
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DEPARTMENT  OF  LABOR  AND  INDUSTRY 
SCHEDULE  OF  BUDGETED  REVENUE  &  TRANSFERS  IN  -  ESTIMATE  AND  ACTUAL 
FOR  THE  FISCAL  YEAR  ENDED  JUNE  30.  1986 


Other 

Licenses  and 

Charges  for 

Fines  and 

Financing 

Permits 

Services 

Forfeits 

Sources 

GENERAL  FUND 

Estimated  Revenue 

Actual  Revenue 

Collections  Over 

(Under)  Estimate 

SPECIAL  REVENUE  FUND 

Estimated  Revenue 

$30,500 

$282,000 

$430,000 

$5,163,300 

Actual  Revenue 

28.743 

280,668 

373.409 

5.727.245 

Collections  Over 

(Under)  Estijnate 

$(1,757) 

$  (1.332) 

$(56,591) 

$  563^^945 

DEBT  SERVICE  FUND 
Estimated  Revenue 
Actual  Revenue 
Collections  Over 
(Under)  Estimate 

INTERNAL  SERVICE  FUND 
Estimated  Revenue 
Actual  Revenue 
Collections  Over 
(Under)  Estimate 

EXPENDABLE  TRUST  FUND 
Estimated  Revenue 
Actual  Revenue 
Collections  Over 
(Under)  Estimate 


Federal  Indirect 
Cost  Recoveries 


Federal 


$797,251     $25,017,018 
853.156      25.000.136 

$  55,905     $   (16,882) 


$  3,050,000 
866.761 

$(2,183,239) 


Sale 

of 

Documents  & 

Contributions 

Miscellaneous 

Merchandise 

and 

Premiums 

lotal 

$125,000 

$ 

125,000 

124.270 

124.270 

$    730 

J_ 

730 

$  7,000 

$ 

31 

,727,069 

1.434 

12 

.264.791 

$  (5,566) 

J. 

537,722 

$280,000 

$ 

280,000 

272.602 

272.602 

$  (7,398) 

K 

(7,398; 

$ 

3,500 
1.309 

$ 

3,500 
1.309 

$i 

2,191) 

$. 

(2,19i: 

$  63,000,000    $  66,050,000 
76.864.536^     77.731.297 

$  13,864,536    $  11.681,297 


It^^ 


This  revenue  was  recorded  in  the  Service  Fees  revenue  class  in  fiscal  year  1984-85. 


This  schedule  is  prepared  from  the  Statewide  Budgeting  and  Accounting  System.  Additional  information  is  provided  in  the  notes  to  the  financial  schedules  on  pages  51  through  55. 


46 


DEPARTMENT  OF  LABOR  AND  INDUSTRY 
SCHEDULE  OF  BUDGETED  REVENUE  AND  TRANSFERS  IN  -  ESTIMATE  AND  ACTUAL 
FOR  THE  FISCAL  YEAR  ENDED  JUNE  30,  1985 


Sale  of 

Other 

Documents, 

Licenses 

Service 

Financing 

Federal 

Merchandise, 

&  Permits 

Fees 

Sources 

Re  imbursements 

Assistance 

Miscellaneous 

L   Property 

Total 

GENERAL  FUND 

Estimated  Revenue 

$125,000 

$    125,000 

Actual  Revenue 

124,007 

124,007 

Collections  Over 

(Under)  Estimate 

$    (993) 

$      (993; 

SPECIAL  REVENUE  FUND 

. 

Estimated  Revenue 

$28,800 

$ 

985,000 

$4,637,000 

$  772,500 

$30,704,000 

$   8,000 

$37,135,300 

Actual  Revenue 

30,666 

987,193 

4,692,608 

662,892 

26,167,879 

2,862 

32,544,100 

Collections  Over 

(Under)  Estimate 

$  1,866 

$ 

2,193 

$   55,608 

$(109,608) 

$(4,536,121) 

$  (5,138) 

$(4,591,200; 

DEBT  SERVICE  FUND 

Estimated  Revenue 

$300,000 

$   300,000 

Actual  Revenue 

348,872 

348,872 

Collections  Over 

(Under)  Estimate 

$  48,872 

$    48,872 

INTERNAL  SERVICE  FUND 
Estimated  Revenue 
Actual  Revenue 
Collections  Over 
(Under)  Estimate 

EXPENDABLE  TRUST  FUND 
Estimated  Revenue 
Actual  Revenue 
Collections  Over 
(Under)  Estimate 


$3,500  $  3,500 

-0-  -0- 

$(3,500)  $  (3,500) 


$61,000,000 
60,351,192 

$   (648,808) 


$  3,000,000 
11,805,416 

$  8,805,416 


$64,000,000 
72,156,608 

$  8,156,608 


This  schedule  is  prepared  from  the  Statewide  Budgeting  and  Accounting  Syst 
schedules  on  pages  51  through  55. 


em. 


Additional  information  is  provided  in  the  notes  to  the  financial 
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DEPARTMENT  OF  LABOR  AND  INDUSTRY 

SCHEDULE  OF  BUDGETED  PROGRAM  EXPENDITURES  BY  OBJECT  AND  FUND 

FOR  FISCAL  YEAR  ENDED  JUNE  30,  1986 


PERSONAL  SERVICES 
Salaries 

Other  Compensation 
Employee  Benefits 
Total 


Commissioner 

of  Labor 
and  Industry 

$130,770 

23,835 
154,605 


Labor 
Standards 
Division 

$324,599 

50 

65,931 

390,580 


Appeals 
Division 

$316,869 

10,250 

63,563 

390,682 


Human 
Rights 

$197,067 

3,000 

42,832 

242,899 


Job 
Service 

6,650,698 

3,825 

1,361,581 

8,016,104 


Centralized    Job  Training 
Unemployment     Service      Partnership 
Insurance    Administration     Act 


$1,567,791 

502 

331,403 

1,899.696 


$2,279,862 


465,944 
2,745.806 


17,229 
3.492 


Workers  ' 

Compensntion 

Administraticir 

$   709.771 

693 

151,466 


20,721 


861,930 


State 
Insurance 

$1,396,848 

18,784 

305,081 

1,720,713 


Insurance 
Compliance 

$   570,270 

191 

127.054 

697,515 


Safety  & 
Health 

$513,295 

1,742 

124,321 

639,358 


Total 

$14,675,069 

39,037 

3.066,503 

17,780,609 


OPERATING  EXPENSES 
Contracted  Services 
Supplies  and  Materials 
Communications 
Travel 
Rent 

Utilities 

Repair  and  Maintenance 
Other  Expenses 
Total 

EQUIPMENT  &  INTANGIBLE  ASSETS 
Equipment 
Intangible  Assets 
Total 

BENEFITS  AND  CLAIMS 
To  Individuals 
From  State  Sources 
Total 

TRANSFERS 
Accounting  Entity  Transfers 


770 

12,853 

13.725 

2.890 

736,578 

564,816 

352,421 

548 

2,259 

2,642 

2,980 

65,128 

17,320 

166,507 

4,080 

21.689 

29,849 

20,799 

364,869 

61,802 

48,992 

4,432 

26,483 

18,923 

15,381 

184,624 

30,588 

93,748 

36 

430 

4,215 

10,178 

246,948 
107,338 

12.605 

31,246 
51,826 

863 

1,774 

1,141 

2,623 

215,479 

24,200 

88,017 

16,975 

82.132 

50,138 

20.072 

159,410 

34,636 

229,924 

27,704 


133 
231 


147,620 


7,849 

373 

8,222 


120,633 


74.923 


510 


510 


2,080,374 


378,304 

19,818 

398,122 


745,967 


194,542 

3,455 

197,997 


1,062,681 


117,711 

13,946 

131.657 


36i 


374,535 
15,335 

21,088 

8,163 

3,461 

40,913 

41,992 

92,619 

598,106 


50,433 


50,433 


1,082,344 

50,682 

190,279 

24,434 

147 

25,626 

7,152 

1,380,664 


37,629 


37.629 


95, 

,099 

14 

,003 

60, 

,148 

5, 

,081 

91 

11, 

,046 

2, 

,519 

187,987 


39,303 


39,303 


365,997 

688.767 

1,054.764 


557,077 


9,422 

25,836 

16,915 

80,019 

51 

10,855 

1,005 

144,103 


28,306 


28,306 


3,245,453 
363,373 
840,741 
491,876 
309,408 
200,077 
423,616 
696,582 

6,571,126 


854,587 

37,592 

892,179 


365,997 

688,767 

1,054,764 


557,077 


Total 

— 

557,077 

557,077 

CAPITAL  OUTLAY 
Buildings 
Total 

17,037 
17,037 

49, 
49, 

,321 
,321 

66,358 
66,358 

GRANTS 
From  State  Sources 
From  Federal  Sources 
Total 

16,687 
16.687 

380,135 
7,802,004 
8,182,139 

380,135 
7,818,691 
8,198,826 

TOTAL  PROGRAM  EXPENDITURES 

$182, 

,309 

$546,422 

$511,315 

$318, 

,332 

$10, 

,528.324 

$2, 

,892, 

,981 

$3, 

.940, 

,144 

$8,203,224 

$1,510,469 

$3_ 

.139 

.006 

$2 

.536.646 

$811 

,767 

$35,120,939 

GENERAL  FUND 
Budget 
Actual 
Unspent  Budget  Authority 

$186, 
182 

$  4 

.759 
,309 
,450 

$559,501 

543,170 

$  16,331 

$305,051 

294,489 

$  10,562 

$207, 
207, 

$ 

,051 

,051 

0 

$10, 
10, 

$ 

,797,508 

,528,326 

269,182 

$2, 
2 
$ 

.945, 
.892, 

52, 

,344 
,981 
,363 

$4, 
3, 

$ 

,164, 

,940, 

224, 

,424 
,144 
,280 

$   318,534 

291.220 

$   27,314 

$1,518,844 

1 ,510,467 

$    8,377 

$3, 
3. 

$ 

189, 

139, 

50, 

,009 
,008 
,001 

$ 
$ 

100,713 

99,978 

735 

$824, 

811, 

$  12, 

,173 
,767 
,406 

$  1,490,850 
1,435,908 

$    54,942 

SPECIAL  REVENUE  FUND 
Budget 
Actual 
Unspent  Budget  Authority 

$   3,250 
3,250 

$      0 

$269,223 

215,518 

$  53,705 

$125, 
HI, 

$  14, 

,876 
,280 
,596 

$9,185,056 

7,912,003 

$1,273,053 

$2, 
2, 
$ 

,616,998 

,436,668 

180,330 

$35,826,464 
33,683,721 

$  2.142,743 

INTERNAL  SERVICE  FUNDS 

Budget 
Actual 
Unspent  Budget  Authority 

$   3,500 

1,309 

$   2,191 

$     3,500 

1,309 

$     2,191 

Silicosis  benefits  previously  recorded  in  the  General  Fund  are  recorded  in  the  Special  Revenue  Fund  in  fiscal  year  1985-86.   This  change 
resulted  in  a  reduction  of  General  Fund  expenditures  of  $658,100  in  the  Insurance  Compliance  program  for  fiscal  year  1985-86. 


This  schedule  is  prepared  from  the  Statewide  Budgeting  and  Accounting  System, 
financial  schedules  on  pages  51  through  55. 
•.) 
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Additional  information  is  provided  in  the  notes  to  the 


PERSONAL  SERVICES 
Salaries 
Hourly  Wages 
Other  Compensation 
Employee  Benefits 
Total 

OPERATING  EXPENSES 
Contracted  Services 
Supplies  and  Materials 
Communications 
Travel 
Rent 

Utilities 

Repair  and  Maintenance 
Other  Expenses 
Goods  Purchased  for  Resale 
Total 

EQUIPMENT  &  INTANGIBLE  ASSETS 
Equipment 
Capital  Leases 
Intangible  Assets 
Total 


DEPARTMENT  OF  LABOR  AND  INDUSTRY 

SCHEDULE  OF  BUDGETED  PROGRAM  EXPENDITURES  BY  OBJECT  ANB  FUND 

FOR  FISCAL  YEAR  ENDED  JUNE  30,  1985 


Commissioner 

of  Labor 
and  Industry 

$106,410 


25 

19,227 

125,662 


55,045 


Labor 
Standards 
Division 

$324,056 

135 

66,014 

390,205 


Appeals 
Division 


Human 
Rights 


Centralized    Job  Training 

Job     Unemployment    Service      Partnership 

Service     Insurance    Administration     Act 


$303,478    $189,302    $  6,699,929   $  1,519,419   $2,166,219 


143,146 


28,746 


243 


11,785 

60,319 

375,582 


1,700 

40,096 

231,098 


415 

27,115 

1.342,323 

8,069,782 


31 

600 
316,413 


1,836,463 


28,989 


115,020 


16,166 


16,166 


61.758 


892 


1,917,294 


943,919 


433,660 
2,599.879 


15,263 

5,916 

6,127 

1,406 

543,885 

670,242 

300,338 

300 

1,329 

2,533 

1,023 

59,418 

73,960 

178,114 

3,891 

19,583 

26.929 

20,051 

339,093 

54,060 

50,481 

6.049 

28,952 

26,231 

13,431 

219,084 

53,095 

75,982 

7 

1,586 

7,380 

290,833 
100,744 

16,753 

41,362 
50,554 

564 

1,649 

2,228 

1.669 

165,639 

24.951 

119,115 

28.978 

85,710 

49,386 

16.798 

198,584 

14 

50,858 

65,519 

881,465 


550,771 

100,950 

199,200 

2,138 

2,674 

4,643 

342 

6,347 

892 


557.552 


101.292 


208.221 


Workers ' 

Compensation 

State 

Insurance 

Safety  i. 

Administration 

Insurance 

Compliance 

Health 

Total 

$   737,320 

$1,116,011 

$   565,837 

$520,469 

$14,248,450 

8.117 

14.823 

6,813 

188 

30,387 
41,360 

152,955 

246.542 

122,732 

118,755 

2,919.036 

898,392 

1.377,376 

695,382 

639,412 

17,239,233 

363,249 

937,070 

111.28"/ 

13.445 

2,968,228 

15,007 

42,718 

13.085 

22,318 

409,805 

16,687 

164,505 

41,813 

16,625 

753,718 

5,567 

19,568 

6,556 

87,329 

541,844 

3,616 

24 

7 

361,568 

37,542 

188,840 

37,070 

31,395 

17,707 

9,963 

411.950 

43,900 

5,648 

2,451 

4.583 

552,415 
14 

522,638 

1,200,928 

192.906 

154,263 

6,188.382 

33,117 

28,162 

20,415 

42,341 

1,020,760 

4,812 

11,575 

33,117 

28,162 

20,415 

42,341 

1,037,147 

BENEFITS  AND  CLAIMS 
To  Individuals 
From  State  Sources 
Total 

TRANSFERS 
Accounting  Entity  Transfers 
Total 

CAPITAL  OUTLAY 
Buildings 
Total 

GRANTS 
From  State  Sources 
From  Federal  Sources 
Total 


TOTAL  PROGRAM  EXPENDITURES 


GENERAL  FUND 
Budget 
Actual 
Unspent  Budget  Authority 

SPECIAL  REVENUE  FUND 
Budget 
Actual 
Unspent  Budget  Authority 

INTERNAL  SERVICE  FUNDS 
Budget 
Actual 
Unspent  Budget  Authority 


715,380 


715,380 


— 

715,380 

715,380 

305,888 
305,888 

305,888 
305,888 

22,381 
22,381 

22,381 
22,381 

2,067,747 
2,067,747 

6,500 
6,500 

$   261,876 
6,608,969 
6,870,845 

261,876 
8,683,216 
8,945,092 

$180, 

707 

$562,340 

$506,768 

$293,748 

$12,634,756 

1. 

_2j 

,881, 

,674 

$3,696,065 

$  6,870,845 

iL 

,760,035 

$2,606 

,466 

n 

,624,083 

$836,016 

$34,453,503 

.271 

,707 
,564 

$554,318 

550.147 

$  4.171 

$315,565 

301.521 

$  14,044 

$185,734 

184.923 

$    811 

$    49,664 

41,486 

$     8,178 

$ 

1 

3 
_2_ 

.044 

.881 

162 

,386 
,674 
.712 

$4,960,572 

3,696,065 

$1,264,507 

$   400,356 

338,201 

$    62,155 

$2, 
1, 
$ 

,077,482 

,760,035 

317,447 

$2,611, 
2,606, 

$     4, 

,158 
,466 
,692 

$ 
$ 

775,008 

727,477 

47,531 

$843,141 

836,016 

$   7,125 

$  2,280,645 

2,143,755 

$   136,890 

$182, 
180 

$   1 

$  20.800 

12.193 

$  8,607 

$254,754 

205,247 

$  49,507 

$127,781 

108,825 

$  18.956 

$14,535,475 

12,593,270 

$  1,942,205 

$11,373,451 

6,532,644 

$  4,840,807 

$ 
$ 

897,809 

896,606 

1,203 

$40,929,080 

32,309,748 
$  8,619,332 

$   3,500 
-0- 

$     3,500 
-0- 

$   3,500 

$     3,500 

This  schedule  is  prepared  from  the  Statewide  Budgeting  and  Accounting  Systen 
financial  schedules  on  pages  51  through  55. 


Additional  information  is  provided  in  the  notes  to  the 
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DEPARTMENT  OF  LABOR  AND  INDUSTRY 

SCHEDULE  OF  REVENUES.  EXPENDITURES.  AND  TRANSFERS 

STATE  COMPENSATION  INSURANCE  FUND 

AND  UNEMPLOYMENT  INSURANCE  FUND 

FOR  THE  TWO  FISCAL  YEARS  ENDED  JUNE  30.  1986 


State  Compensation  Insurance  Fund 
Fiscal  Year  Ended 
June  30.  1985    June  30.  1986 


REVENUES: 

Contributions  and  Premiums 
Investment  Earnings 
Federal 
Miscellaneous 
Total 


$49,292,000 
7,401,281 

426.318 


$50,861,306 
7,964,874 

313.484 


Unemployment  Insuraince  Fund 
Fiscal  Year  Ended 
June  30.  1985   June  30.  1986 

$60,351,190     $76,864,536 

11,805,418        866,761 


$57,119,599     $59,139,664 


$72,156,608     $77,731,297 


EXPENDITURES: 

Operating  Expenses 
Benefits  and  Claims 
Total 


$   222,611 

52.119.645 

$52,342.256 


$   849,115 

64.339.098 

$65,188,213 


$68.927.157 
$68,927,157 


$56.361.268 
$56,361,268 


TRANSFERS: 

Transfers  Out 


$  4,899,531     $  6,071,992 


The  financial  schedule  above  is  provided  for  additional  analysis  of  the  financial  activity  of  the  depctrtment '  s 
two  major  functions,  the  Unemployment  Insurance  and  Workers'  Compensation  Benefit  programs.  Some  of  the  above 
activity  is  not  presented  on  the  Schedule  of  Revenues  -  Estimate  and  Actual  or  the  Schedule  of  Program  Expendi- 
tures By  Object  and  Fund  because  it  is  nonbudgeted  activity. 

This  schedule  is  prepared  from  the  Statewide  Budgeting  emd  Accounting  System.  Additional  information  is  provided 
in  the  notes  to  the  financial  schedules  on  pages  51  through  55. 


50 


DEPARTMENT   OF  LABOR  AND   INDUSTRY 

NOTES  TO   FINANCIAL  SCHEDULES 

FOR  THE  TWO   FISCAL  YEARS   ENDED  JUNE   30,    1986 


1.      SUMMARY   OF  SIGNIFICANT   ACCOUNTING    POLICIES 
A.       Basis  of  Accounting 

The  state  of  Montana  uses  the  modified  accrual  basis  of 
accounting  which   is  described   in  the  Montana  Operations  Manual. 

Under  the  modified  accrual  basis  of  accounting,  a  valid  obli- 
gation exists  when  the  related  liability  is  incurred  except  for  the 
following  items  which  are  also  considered  valid  obligations  under 
state  accounting   policy. 

—  If  the  appropriation  provided  funds  to  complete  a  given 
project,  the  entire  amount  of  a  contract  may  be  accrued  even 
though  the  services  are  rendered  in  fiscal  years  subsequent 
to  the  fiscal  year  in  which  the  expenditure  is  accrued. 

— The  anticipated  cost  of  equipment  is  expensed  in  the  fiscal 
year  in  which  budgeted. 

—Goods  ordered,  but  not  received  as  of  the  fiscal  year-end, 
may  be  accrued  if  the  purchase  order  was  issued  in  the  fiscal 
year  in  which  the  anticipated  expenditure  is  to  be  accrued. 


Revenues  are  recorded  when  they  are  received  in  cash, 
unless  susceptible  to  accrual.  Revenues  susceptible  to  accrual  are 
recorded  as  receivables  when  they  are  measurable  and  available  to 
pay  current  period  liabilities.  Intergovernmental  revenues  re- 
ceived as  reimbursements  are  recognized  based  upon  the  expendi- 
tures recorded.  Intergovernmental  revenues  received  but  not 
earned  are   recorded  as  deferred   revenues. 

B.       Basis  of  Presentation 

The  financial  schedules  were  prepared  from  the  Statewide 
Budgeting     and     Accounting     System     (SBAS)     without    adjustments. 


51 


Accounts    are    organized    on    the    basis    of    funds    according    to    state 
law.      Tile  following   fund   types  are  used   by   the  department: 

General  -  to  account  for  ail  financial  resources  except  those 
required  to  be  accounted   for   in  another  fund. 

Special  Revenue  -  to  account  for  the  proceeds  of  specific 
revenue  sources  that  are  legally  restricted  to  expenditures 
for  specified  purposes.  Legislative  appropriations  are  re- 
quired to  be  spent  from  this  fund  type.  Department  activity 
recorded  in  this  fund  is  primarily  related  to  federal  assistance 
programs. 

Debt  Service  -  to  account  for  accumulation  of  resources  for, 
and  the  payment  of,  long-term  debt  principal  and  interest. 
Federal  assistance  funds  received  to  service  a  portion  of  the 
debt  on  the  department's  headquarters  is  accounted  for  in 
this   fund. 

Internal  Service  -  to  account  for  the  financing  of  goods  or 
services  provided  by  one  department  or  agency  to  other 
departments  or  agencies  of  the  governmental  unit,  or  to  other 
governmental  units,  on  a  cost  reimbursement  basis.  This 
fund  accounts  for  activity  relating  to  the  publishing  of  deci- 
sions of  the  Board  of  Personnel  Appeals. 

Trust  and  Agency  -  to  account  for  assets  held  by  a  govern- 
mental unit  in  a  trustee  capacity  or  as  an  agent  for  individu- 
als, private  organizations,  other  governmental  units,  and/or 
other  funds.  These  include  Nonexpendable  Trust  Funds, 
Agency  Funds,  and  Expendable  Trust  Funds.  The  depart- 
ment accounts  for  the  Unemployment  Insurance  and  Workers' 
Compensation   programs  in  an   Expendable  Trust  Fund. 


2.      ANNUAL  AND   SICK    LEAVE 

Employees  at  the  department  accumulate  both  annual  and  sick 
leave.  Employees  are  paid  for  100  percent  of  unused  annual  and 
25  percent  of  unused  sick  leave  credits  upon  termination.  Accu- 
mulated unpaid  liabilities  for  annual  and  sick  leave  are  not  re- 
flected in  the  financial  schedules  of  the  Department  of  Labor  and 
Industry.  Expenditures  for  termination  pay  currently  are  ab- 
sorbed in  the  annual  operational  costs  of  the  department.  At 
June  30,  1986,  the  department  had  an  approximate  liability  of 
$1,215,000  for  annual   leave  and   $658,000  for  sick   leave. 
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3.  PENSION    PLAN 

Employees  are  covered  by  the  Montana  Public  Employees' 
Retirement  System  (PERS).  The  department's  contribution  to  this 
plan  was  $907,101  in  fiscal  year  1984-85  and  $935,104  in  fiscal  year 
1985-86. 

4.  GENERAL   FUND   BALANCE 

The  General  Fund  is  a  Statewide  Fund.  Agencies  do  not  have 
a  separate  General  Fund  since  their  only  authority  is  to  pay 
obligations  from  the  Statewide  General  Fund  as  long  as  they  stay 
within  their  appropriation  limits.  Thus,  on  an  agency  schedule, 
the  beginning  and  ending  fund  balance  will  always  be  zero  for  the 
General   Fund. 

5.  BUILDING 

The  47th  Legislature  appropriated  funds  for  the  construction 
of  a  Workers'  Compensation  building.  Annual  payments  on  the 
building  are  expensed  in  the  division's  operating  budget.  The 
annual  payments  for  fiscal  years  1984-85  and  1985-86  were  $434,550 
and  $434,462,  respectively.  Obligations  on  the  building  are  as 
follows: 


1987 
1988 
1989 
1990 
1991 


$433,100 
430,462 
431,337 
430,512 
427,987 


1992 
1993 
1994 
1995 
1996 


$429,075 
428,200 
424,412 
442,412 
292,775 


The    long-term    debt    associated    with    the    building    is    reported 
on   the  financial   statements  of  the  Department  of  Administration. 

6.      STATE   COMPENSATION    INSURANCE 

The   payment  of  benefits   to   injured  workers   is  funded  through 
employer   contributions   to   the   state  operated   workers'   compensation 
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insurance  system.  The  most  recent  actuarial  evaluation,  issued  for 
tine  fiscal  year  ending  June  30,  1986,  showed  a  large  underwriting 
loss  from  operations  over  the  prior  year.  At  June  30,  1986, 
actuarial  liabilities  exceeded  assets  by  $81,021,967.  There  are  no 
funds  presently  available  as  a  contingency   reserve. 

In  the  actuary's  opinion,  future  premiums  will  need  to  be 
drawn  upon  to  satisfy  the  existing  liabilities  of  the  fund  and  the 
continued  financial  soundness  of  the  fund  is  contingent  on  the 
realization  of  those  future  premiums. 

7.      UNEMPLOYMENT    INSURANCE  COMPENSATION 

Unemployment  compensation  benefits  are  funded  in  the  state 
through  unemployment  insurance  taxes  levied  against  employers. 
The  funds  collected  from  this  tax  are  deposited  in  the  Unemploy- 
ment Insurance  Clearing  Account  and  transferred  daily  to  a  trust 
fund  in  Washington,  D.C.  The  United  States  Secretary  of  the 
Treasury  is  the  trustee  of  this  fund.  The  moneys  are  then  trans- 
ferred back  to  the  state's  Benefit  Payment  Account  for  disburse- 
ment as  unemployment  insurance  benefits.  Transfers  are  made 
weekly  at  the  request  of  the  Montana  Department  of  Labor  and 
Industry. 

Prior  to  1986,  the  state's  Unemployment  Insurance  Trust  Fund 
was  insolvent.  In  order  to  make  benefit  payments,  the  state 
borrowed  from  the  federal  trust  fund.  The  1985  Legislature 
passed  measures  which  increased  employers'  taxes  and  reduced  the 
amount  of  benefits  paid.  These  were  adopted  from  the  Unemploy- 
ment Insurance  Advisory  Council  recommendations.  As  of  June  30, 
1986,  all  federal  loans  had  been  retired  and  the  state's  trust  fund 
had  a  fund  balance  of  $23.4  million.  The  state  does  not  anticipate 
borrowing   from  the  federal   trust  fund  during   the  coming   biennium. 

8.      LITIGATION 

In  December  1986,  the  Montana  Supreme  Court  ruled  against 
the  State  Compensation  Insurance  Fund  Bureau  of  the  Division  of 
Workers'   Compensation   in   a   suit  questioning   the  constitutionality  of 
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a  law  allowing  discounting  of  certain  lump-sum  workers'  compensa- 
tion benefits,  if  certain  conditions  are  met,  injured  workers  may 
convert  biweekly  workers'  compensation  benefits  into  a  single 
lump-sum  payment.  A  statute  was  amended  effective  April  15, 
1985,  requiring  that  lump-sum  payments  of  permanent  total  benefits 
be  discounted  by  seven  percent,  compounded  annually.  The 
amended  statute  was  intended  to  apply  to  all  cases  not  yet  settled 
or  awarded  a  lump-sum  of  benefits  by  court  order.  The  Supreme 
Court's  ruling  states  that  discounting  of  lump-sum  payments  can 
only  be  made  for  cases  in  which  the  injury  occurred  after  the 
effective  date  of  the  amendment,  April  15,  1985.  The  actuary 
retained  by  the  State  Fund  estimates  that  the  Supreme  Court 
ruling  could  result  in  total  future  additional  costs  to  the  State 
Compensation  Insurance  Fund  of  $20  to  $30  million.  The  estimate 
is  not  included  in  the  unfunded  liability  of  approximately 
$81    million  disclosed   in   Note  6. 

9.      REVENUE   CLASSES 

Several  revenue  class  titles  were  changed  for  fiscal  year 
1985-86.  The  following  discloses  the  titles  that  changed  during 
the  two  fiscal   years  under  audit. 


Fiscal  Year  1984-85 


Fiscal  Year  1985-86 


Service  Fees 
Fines 

Reimbursements 
Fiduciary  and  Trust 
Federal  Assistance 


Charges  for  Services 

Fines  and  Forfeits 

Federal  Indirect  Cost  Recoveries 

Contributions  and  Premiums 

Federal 
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AGENCY    RESPONSE 


r>i'«v 


ADDENDUM 

The  following  is  additional  information  to  be  included 
as  p»art  of  Note  8  on  F>&^s  54  and  55  of  the  audit  report. 

DEPARTMENT  OF  LABOR  AND   INDUSTRY 

NOTES  TO  FINANCIAL  SCHEDULES 

FOR  THE  TWO  FISCAL  YEARS  ENDED  JUNE  30,    1986 

Attorneys  representing  the  State  Compensation  Insurance  Fund 
have  identified  several  matters  currently  being  litigated  which,  in  their 
opinion,  could  substantially  impact  State  Fund  Liability,  assuming  the 
outcome  of  these  matters  is  unfavorable  to  the  Fund.  The  character 
of  these  matters  is  such  that  they  could  establish  precedent  and 
subject  the  State  Fund  to  additional  Liability  in  aU  cases  to  which  the 
matters  would  apply.  The  attorneys  are  unable  to  quantify  potential 
dollar  impact  of  the  issues  cited . 


DEPARTMENT  OF  LABOR  AND  INDUSTRY 

COMMISSIONER'S  OFFICE 

TED  SCHWINDEN.  GOVERNOR 


P.O.  BOX  1728 


STATE  OF  MONTANA 


(406)  444-3661 


HELENA,  MONTANA  59624 


March  24,  1987 


Scott  A.  Seacat 

Legislative  Auditor 

Office  of  the  Legislative  Auditor 

State  Capitol 

Helena,  MT   59620 

Dear   Scott: 


£aVED 


MAR  2  4 1987 

MONTANA  LEGISl^TIVE 
AUDITOR 


Attached  is  our  response  to  the  narrative  segment  of  your 
final  report  on  the  audit  of  the  Department  of  Labor  and 
Industry.   Copies  of  the  audit  report  you  provided  to  us  are 
also  enclosed. 

As  you  know,  the  scope  and  timing  of  the  audit  necessitated 
an  in-depth  analysis  in  a  shortened  time  period.   We 
appreciate  the  cooperation  of  you  and  your  staff  in  taking 
the  time  to  review  the  audit  findings  with  us  in  detail. 

The  department  administrators  and  I  will  be  happy  to 
continue  working  with  you  and  the  Legislative  Audit 
Committee  to  answer  questions  about  the  audit  and  our 
response. 


Thank  you  for  your  help. 


Sincerely, 


Hartman 


Commissioner 


Enclosures 


56 


•AN  EQUAL  OPPORTUNITY  EMPLOYER" 


Department  of  Labor  and  Industry 

AUDIT  RESPONSE 
to  the  Report  to  the  Legislature 

of  the 
Office  of  the  Legislative  Auditor 


Financial-Compliance  Audit  for  the 
Two  Fiscal  Years  Ended  June  30,  1986 


March  24,  1987 


Peg  Hartman 
Commissioner  of  Labor  and  Industry 
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RECOMMENDATION  #1 

We  reconunend  the  Department 

A.  Implement  control  procedures,  such  as  those  detailed 
above,  to  prevent  medical  payment  errors. 

B.  Reduce  the  time  required  to  process  medical  payments. 

Agency  Response  (Workers'  Compensation  Division): 

A.    Concur.   The  Division  believes  controls  to  prevent 
medical  payment  errors  are  necessary.   The  OLA  report 
identifies  five  controls  the  Division  should  consider 
implementing.   Our  comments  regarding  the  three  numbered  and 
two  unnumbered  controls  in  the  report  follow: 

1.  We  presently  review  the  list  of  previous  payments 
maintained  on  each  file  but  such  a  procedure  is  not 
infallible. 

2.  The  new  name  search  capability  on  the  new  data  base 
system  scheduled  to  be  implemented  shortly  should 
improve  file  management  procedures  and  sharply  reduce 
the  creation  of  multiple  files. 

3.  The  report  suggest  the  "Division  policy  should 
require  payments  to  be  made  only  from  one  type  of  form 
(monthly  statements  for  example,  but  not  invoices"). 
As  explained  in  the  exit  conference,  we  could  not 
designate  one  type  of  form,  i.e.,  invoice  or  monthly 
statement,  because  various  sections  of  the  medical 
community  bill  differently.   However,  the  vast  majority 
of  the  medical  professions  provide  detailed  billing  for 
each  accident  which  is,  of  course,  what  we  require. 
Perhaps  after  the  new  medical  payment  system  is 
implemented,  if  duplicate  payments  continue  and  are 
caused  by  the  type  of  document  submitted,  we  will  have 
time  to  determine  whether  this  recommendation  or  some 
other  procedure  needs  to  be  considered. 

4.  Denied  claims  will  be  designated  on  the  new 
computer  system  with  denial  codes  assigned. 

5.  Further  study  of  the  errors  detected  by  OLA  is 
necessary  before  we  can  implement  any  procedures 
regarding  notification  to  SRS.   We  do  not  have  the  time 
or  staff  to  check  our  45,000  medical  payments  to 
determine  if  SRS  also  made  payment  and  must  rely  on  the 
medical  profession  to  refund  or  return  incorrect 
payments . 

We  believe  additional  comments  are  appropriate  concerning 
the  section  preceding  recommendation  #1. 
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Medical  Payments  Analysis 

In  this  section,  OLA  statistically  projected  the  maximum 
dollar  impact  on  the  Fund  for  fiscal  year  1986  could  be 
$106,000.   We  have  no  comments  as  to  the  statistical  methods 
used  and  presume  OLA  used  proper  procedures.   As  explained 
to  us  by  OLA,  the  auditors  reviewed  400  medical  encoding 
documents  which  contain  from  1  to  20  transactions.   If  any 
one  line  of  transaction  was  incorrect,  the  document  was 
considered  in  error.   OLA  found  three  undetected  errors  in 
reviewing  the  entire  sample.   Using  statistical  analysis, 
the  three  errors  were  projected  to  the  entire  population  of 
46,243  based  on  a  worst  case  scenario. 

An  explanation  of  the  three  undetected  errors  follows: 

1.  In  one  case  a  second  accident  file  was  established 
because  the  clerk,  in  checking  for  any  previous 
accident  number  assigned  to  the  claimant,  could  not 
find  such  a  claim  because  the  claimant's  name  was 
misspelled  on  the  document  she  held.   This  resulted  in 
paying  a  medical  bill  twice,  for  an  overpayment  of 
$137.89. 

2.  In  the  second  case  the  claimant  had  two  legitimate 
injuries,  one  to  the  left  knee  and  one  to  the  right 
knee.   There  was  a  delay  in  paying  the  first  billing 
for  the  right  knee,  and  a  second  billing  was  sent  and 
placed  on  the  file  for  the  left  knee.   The  billing  did 
not  indicate  which  knee  was  treated,  and  both  bills 
were  paid,  resulting  in  an  overpayment  of  $60.   The 
same  physician  was  treating  both  injuries.   This  may  be 
a  unique  case  in  that  it  would  be  rare  to  have  two 
separate  injuries,  one  each  to  similar  parts  of  the 
body. 

3.  The  third  case  consisted  of  a  rehabilitation 
billing  where  the  vendor  incorrectly  multiplied  1  hour 
and  55  minutes,  times  the  billing  rate.   Our  auditor 
did  not  find  the  mistake  in  reviewing  the  bill,  and  we 
overpaid  the  bill  by  $4. 

Projecting  these  cases,  based  on  a  best  case  scenario,  would 
indicate  102  documents  in  error  out  of  46,243  documents,  and 
the  dollar  impact  on  the  Fund  for  fiscal  year  1986  could  be 
as  low  as  $1,223.   Since  the  Fund  paid  over  $20  million  in 
medical  benejEits  during  the  fiscal  year,  we  believe  the 
impact  is  insignificant  and  is  actually  a  credit  to  our 
staff  who  operated  primarily  a  manual  system  under  an 
extreme  pressure  due  to  an  increasingly  higher  workload. 

It  should  also  be  noted,  based  on  the  errors  identified  by 
OLA  and  assuming  projected  unrefunded  medical  payments  in 
fiscal  year  1985-86,  of  $1,223  are  not  refunded  to  the 
Division,  interest  income  lost  for  fiscal  year  1987  will  be 
approximately  $180. 
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B.    Concur.   Processing  of  medical  payments  on  a  timely 

basis  is  desirable.   Since  fiscal  year  1986,  when  lag 
time  was  90-120  days  and  at  times  180  days,  SCIF  has 
reduced  the  time  required  to  process  medical  payments 
to  40-45  days.   With  the  implementation  of  the  auto- 
mated medical  pay  system,  our  goal  is  to  reduce  the 
overall  lag  time  to  30  days  or  less. 


RECOMMENDATION  #2 

We  recommend  the  Department  establish  a  policy  requiring 
recipients  of  wage  compensation  benefits  provide  documen- 
tation of  employment  status. 

Agency  Response  (Workers'  Compensation  Division): 

Do  not  concur.   OLA  recommends  the  Division  establish  a 
policy  requiring  claimants  to  provide  documentation  of 
employment  status  and  the  report  further  states  this  docu- 
mentation would  be  required  in  order  to  continue  receiving 
compensation  benefits.   This  is  certainly  a  claims  manage- 
ment problem  which  can  be  properly  handled  by  claims 
examiners  when  their  workload  is  reduced  to  a  more 
manageable  level.   The  claims  examiner  has  many  resources, 
such  as  employers,  rehabilitation  counselors,  doctors,  field 
examiners,  etc.,  to  determine  when  and  if  a  claimant  can  or 
does  return  to  work.   We  agree  claims  examiners  need  to 
follow  up  to  make  this  determination,  but  because  of  court 
cases  we  don't  believe  we  can  discontinue  compensation 
benefits  if  the  claimant  does  not  submit  a  form.   The 
insurer  is  obligated  to  investigate  before  discontinuing 
benefits  and  OLA  appears  to  suggest  we  place  the  burden  of 
proof  on  the  claimant.   A  better  procedure,  so  that  benefits 
are  not  inappropriately  discontinued,  is  to  provide 
sufficient  time  and  resources  to  the  claims  examiners. 


RECOMMENDATION  #3 

We  recommend  the  Department  use  a  record  ID  for  workers' 
compensation  claims  that  is  unique  to  an  individual. 

Agency  Response  (Workers'  Compensation  Division): 

Do  not  concur.   Although  the  recommendation  that  an  identi- 
fication number  unique  to  an  individual  on  its  face  appears 
reasonable,  no  one  has  identified  any  other  numbers  which 
would  be  unique  except  social  security  numbers  (SSN's),  so 
the  following  comments  relate  to  their  use.   As  we  stated  in 
the  exit  conference,  requiring  SSN's  may  be  in  conflict  with 
federal  statutes.   A  brief  review  of  the  federal  law  indi- 
cates that  state  government  agencies  are  prohibited  from 
denying  benefits  to  individuals  who  refuse  to  disclose  their 
SSN's.   We  don't  believe  we  can  use  SSN's  as  the  primary 
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record  ID,  if  in  fact  we  have  no  way  to  enforce  a  require- 
ment that  claimants  provide  their  SSN's.   Our  research  also 
disclosed  the  SSN's  under  state  law  may  be  privileged 
information  which,  if  true,  would  mean  we  could  not  disclose 
the  SSN's  without  going  through  an  elaborate  approval 
process.   If  the  SSN's  were  the  primary  record  ID,  the 
number  would  need  to  be  referred  to  in  many  public  documents 
which  could  possibly  violate  the  disclosure  provisions  of 
the  state  law.   We  are  planning  to  use  SSN's  as  secondary 
indicators  in  the  new  data  base  system,  but  if  claimants  do 
not  provide  their  SSN's,  it  will  not  affect  benefits. 

In  any  event,  we  are  not  convinced  the  use  of  a  unique 

number  would  solve  the  problems  identified  in  the  report. 

Just  as  a  claimant's  name  could  be  misspelled  or  submitted 
with  variations,  so  could  the  claimant's  SSN. 


RECOMMENDATION  #4 

We  recommend  the  Department: 

A.  Ensure  adequate  edit  checks  are  included  in  the  code 
definitions  used  by  ISD  data  entry. 

B.  Redesign  the  original  data  entry  document  or  screen  to 
facilitate  data  entry  directly  from  the  original 
document. 

Agency  Response  (Workers'  Compensation  Division); 

A.  Concur.   A  new  method  for  data  entry  of  the  compensa- 
tion and  medical  information  is  soon  to  be  implemented. 
Data  entry  will  be  conducted  at  the  Workers'  Compensa- 
tion Division  instead  of  at  ISD.   In-house  data  entry 
should  assist  in  the  identification  of  data  that  is  not 
properly  edited,  as  the  data  entry  personnel  at  the 
Division  will  be  more  familiar  with  the  information. 
The  new  computer  system  as  planned  will  also  have  data 
entry  edit  control. 

B.  Concur.   Redesign  of  all  the  data  entry  screens  and  of 
all  documents  is  in  progress  in  conjunction  with  the 
implementation  of  the  new  data  base  system.   The  new 
screens  will  allow  data  directly  from  the  original 
document. 


RECOMMENDATION  #5 

We  recommend  the  Department  establish  procedures  to: 

A.    Ensure  the  timely  update  of  the  central  correspondence 
list. 
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B.    Identify  claim  denials  on  the  master  file  to  prevent 
payment  of  denied  claims. 

Agency  Response  (Workers'  Compensation  Division): 

A.    Concur.   The  Department  agrees  with  this  recommendation 
under  the  present  system;  however,  the  need  for  a  central 
correspondence  list  will  be  eliminated  upon  implementation 
of  the  new  system. 

The  purpose  of  the  central  correspondence  list  ( "GETS" 
list)  is  to  manually  supplement  the  existing  system  by 
recording  occurrences  which  are  not  sufficiently  documented 
to  create  a  file  or  assign  an  "accident"  number  on  the 
computer . 

The  new  system  resolves  this  problem  by  offering  an 
alternative  numerical  coding  ("incident"  number)  to  identify 
insufficiently  documented  occurrences  that  presently  appear 
on  the  "GETS"  list. 

Effective  March  23,  1987,  all  incoming  documents  will 
immediately  be  assigned  either  an  "incident"  number  or 
"accident"  number  which  will  be  directly  input  into  one 
central  data  base  by  Accident  Cataloging  personnel.   On  that 
date,  all  items  appearing  on  the  final  "GETS"  list  will  also 
be  assigned  incident  numbers. 

B.    Concur.   The  new  payment  system  is  designed  to  perform 
edit  checks  for  denied,  duplicate,  and  other  claims  taken  in 
error  and  to  prevent  payments  on  such  claims.   During  our 
systems  test  and  implementation  stages  of  this  system,  we 
will  make  every  attempt  to  ensure  that  these  edit  checks  are 
properly  installed.   It  should  be  noted  that  either  the 
"Employers  First  Report"  or  the  "Employee's  Claim  for 
Compensation"  will  establish  an  accident  record.   Both  are 
not  required  as  stated  in  the  report. 


RECOMMENDATION  #6 

We  recommend  the  Department  establish  controls  over  rejected 
documents  to  provide  adequate  documentation  for  management 
control  and  to  ensure  the  timely  correction  of  errors. 

Agency  Response  (Workers'  Compensation  Division): 

Concur.   Formal  written  procedures  have  been  implemented 
which  require  weekly  notifications  to  supervisory  personnel 
when  rejected  documents  have  not  been  input  within  a 
reasonable  time  period.   The  guidelines  are  as  follows: 

Any  document  rejecting  more  than  once  for  the  same 
reason  will  be  brought  to  the  Supervisor's  attention. 
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Any  rejects  not  reinput  within  two  weeks  will  be  listed 
and  given  to  an  appropriate  supervisor  in  the  State 
Fund. 

Any  rejects  not  reinput  within  three  weeks  will  be 
listed  and  given  to  the  State  Fund  Bureau  Chief. 


RECOMMENDATION  #7 

We  recommend  the  Department: 

A.  Establish  unit  checks  for  the  processing  of  workers' 
compensation  benefits  payments. 

B.  Correct  the  programming  error  related  to  the  class 
codes  edit  program. 

C.  Develop  problem  resolution  procedures  to  ensure  the 
timely  identification  and  resolution  of  problems. 

Agency  Response  (Workers'  Compensation  Division): 

A.  Concur.   Partial  compliance  with  this  recommendation 
should  be  achieved  with  the  implementation  of  the  new 
automated  payments  system.   It  is  our  intent  that  the  new 
payments  system  will  automatically  control  the  amount 
payable  for  most  medical  payments  (general  medical)  and  for 
some  compensation  payments  (continuing  compensation  and 
fixed  liabilities).   However,  for  certain  drug,  hospital, 
one-time  authorized  compensation,  and  settlement  payments, 
more  flexibility  is  necessary.   A  manual  verification  for 
accuracy  will  be  performed  by  Division  accounting  staff  in 
these  instances. 

B.  Do  not  concur.  This  edit  and  update  process  is  due  to 
be  discontinued  in  the  next  two  months.  The  time  and  costs 
associated  with  making  this  change  are  not  cost  effective. 

C.  Concur.   We  have  already  notified  staff  that  if  a 
document  rejects  two  or  more  times  the  supervisor  is  to  be 
informed  so  that  the  problem  will  be  brought  to  the 
programmer ' s  attention . 


RECOMMENDATION  #8 

We  recommend  the  Department  establish  procedures  to  recon- 
cile run  totals  of  the  12  year  report. 

Agency  Response  (Workers'  Compensation  Division): 

Concur.   When  the  new  payments  system  is  operational, 
potential  methods  for  posting  the  values  on  a  daily  basis 
will  be  explored  with  the  intent  of  developing  a  reconcilia- 
tion process. 
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RECOMMENDATION  #9 

We  recommend  the  Department  comply  with  state  law  which 
requires  the  SCIF  be  self-supporting. 

Agency  Response  (Workers'  Compensation  Division): 

Concur.   The  recommendation  implies  the  Division  has 
deviated  from  state  law  in  its  rate  setting  requirement.   We 
disagree  with  that  conclusion.   No  Montana  insurer  has  been 
able  in  recent  years  to  accurately  predict  costs  and  thus 
establish  adequate  premium  levels  given  the  volatility  of 
the  current  workers'  compensation  system. 

The  State  Compensation  Insurance  Fund  has  increased  rates  at 
an  average  of  10.5%  over  the  past  five  years.   Two 
additional  mid-year  rate  increases  of  15%  and  17%  have  been 
imposed  since  January,  1985.   The  fact  that  premium  revenue 
has  fallen  short  of  costs  is  not  the  result  of  inattention 
to  rate  making  as  much  as  it  is  the  effect  of  a  vague  and 
often  imprecise  benefit  system.   Rates  will  be  established 
this  July  1,  1987,  to  reflect  estimated  liabilities  and 
operating  costs,  considering  the  effect  of  reform 
legislation. 


RECOMMENDATION  #10 

We  recommend  the  Department  comply  with  state  law  by  requir- 
ing premium  payments  by  state  institutions  be  made  when  due 
or  establishing  a  formal  written  repayment  plan  for  delin- 
quent payments. 

Agency  Response  (Workers'  Compensation  Division); 

Concur.   The  State  Fund  will  establish  written  agreements 
with  any  state  agency  where  deviation  from  normal  billing 
and  collection  procedures  is  necessary.   In  this  case,  the 
administrator  believed  the  promise  of  the  director  of  the 
Department  of  Institutions  that  a  supplemental  appropriation 
would  be  requested  was  as  good  as  a  written  agreement.   The 
request  was  submitted  and  is  pending  approval  at  this  time. 

The  report's  statement  that  state  agencies  are  given  prefer- 
ential treatment  is  untrue.   There  are  many  instances  where 
private  employers  are  unable  to  make  payments  on  a  timely 
basis  and  agreements  are  entered  into  whereby  the  employer 
pays  the  back-due  premium  over  an  agreed  upon  time  period. 


RECOMMENDATION  #11 

We  recommend  the  Department: 

A.   Establish  and  document  accounting  procedures  for  each 
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federal  award  to  demonstrate  compliance  with  state  and 
federal  regulations  for  federal  assistance  moneys. 

B.    Prepare  adequately  supported  schedules  of  federal 
assistance  expenditures  on  a  timely  basis. 


Agency  Response  (Centralized  Services  Division): 

A.  Concur.   In  addition  to  the  documented  procedures  for 
the  Statewide  Budgeting  and  Accounting  System,  the 
Department  will  strive  to  document  how  SBAS  is  used  to 
comply  with  state  and  federal  regulations  for  federal 
moneys . 

B.  Concur. 


RECOMMENDATION  #12: 

We  recommend  the  Department  implement  procedures  to  ensure 
compliance  with  JTPA  program  regulations  at  the  local 
agencies . 

Agency  Response  (Employment  Policy  Division); 

Questioned  JTPA  Costs 

Partially  concur. 

Last  fall,  the  Job  Service  Division  notified  the  Employment 
Policy  Division,  administrative  entity  for  the  CEP-area 
Private  Industry  Council  (PIC),  that  possible  violations  of 
JTPA  State  and  Federal  law,  regulation  and  policy  may  have 
occurred  in  the  Dillon  Job  Service  office. 

Because  the  Job  Service  is  a  state  agency,  the  Division 
requested  the  Legislative  Auditor  to  conduct  the  financial 
compliance  audit. 

The  EP  Division  also  recently  requested  an  audit  of  a 
non-state  agency  program  operator  in  which  a  private  auditor 
was  hired  to  determine  if  violations  had  occurred  and,  to  be 
consistent,  attempted  to  follow  the  same  procedures  for  the 
Dillon  Job  Service.  The  PIC  made  the  decision  to  hire  the 
Legislative  Auditor  based  on  their  knowledge  of  JTPA  which 
was  acquired  in  their  last  program  audit.   The  Legislative 
Auditor  agreed  to  audit,  and  provided  the  Division  with  an 
estimate  of  the  cost. 

In  Mr.  Seacat's  January  14,  1987  letter,  he  implied  that  the 
results  of  the  audit  may  appear  in  the  upcoming  Department 
audit  report  after  the  EPD  and  the  PIC  had  an  opportunity  to 
review  the  audit  results  first. 
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Typically,  the  audit  resolution  procedure  is  conducted  as 
follows : 

1.  EPD  and  the  CEP-area  PIC  review  the  auditor's  initial 
results  and  if  they  appear  to  fulfill  audit  needs,  send 
their  results  to  the  program  operator  -  in  this  case  the  Job 
Service  Division. 

2.  The  Job  Service  Division  has  30  days  to  meet  with  the 
auditor  and  attempt  informal  resolution  (i.e.,  determine  if 
more  information  could  be  provided  which  may  change  audit 
results),  prior  to  the  EPD  receiving  a  final  auditor's 
report. 

3.  EPD  then  sends  the  final  report  to  the  Job  Service 
Division  requesting  comment  or  further  information  within  30 
days.   This  letter  constitutes  EPD's  and  the  PIC's 
determination  of  disallowed  costs. 

Since  the  Division  received  no  information  from  the 
Legislative  Auditor  by  the  time  the  first  draft  of  the 
Department's  report  was  issued,  it  was  expected  that  only 
passing  reference  might  be  made  to  the  ongoing  Dillon  audit 
in  the  report. 

Instead,  the  Legislative  Auditor  published  preliminary  audit 
results  in  the  Department  audit  report,  prior  to  meeting 
with  EPD  or  the  PIC. 

While  the  Legislative  Auditor  is  still  performing  its 
ongoing  contractual  requirements  for  EPD,  publishing 
preliminary  results  in  the  Department  report  subverts  the 
audit  process. 

First,  the  Job  Service  is  privy  to  preliminary  results  at 
the  same  time  that  EPD  (the  agency  who  hired  the  auditor) 
is. 

Second,  the  published  results  imply  that  the  Job  Service 
Division  is  responsible  for  re-payment  of  all  costs  listed 
in  the  report:   an  unsubstantiated  decision  which  the  PIC 
and  EPD  have  not  had  opportunity  or  detail  supplied  from  the 
auditor  or  the  Job  Service  Division  to  yet  reach. 

Third,  the  Legislative  Auditor  failed  to  distinguish  between 
violation  of  federal  law  vs  state  policy.   Violation  of 
federal  law  should  be  reported  to  the  Federal  Department  of 
Labor  while  violation  of  state  policy  remains  under  state 
discretion. 

Fourth,  it  appears  that  the  Legislative  Auditor  acted 
precipitously  by  publishing  results  prior  to  presenting  them 
to  the  EPD  or  the  PIC. 
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Fifth,  because  personnel  actions  were  taken  as  a  result  of 
policy  violations,  preliminary  publication  of 
unsubstantiated  audit  results  could  expose  the  Department  to 
unnecessary  liability.   Again,  no  one  has  had  time  to  review 
the  auditor's  work  except  for  the  Legislative  Auditor.   The 
Legislative  Auditor  implies  that  these  same  violations  are 
occurring  in  other  Job  Service  offices  and  other  program 
operators.   In  fact,  if  they  were,  they  would  have  been 
discovered  through  the  normal  monitoring  process,  as 
Dillon's  violations  were. 

Sixth,  the  Legislative  Auditor  insisted  on  publishing  their 
preliminary  audit  results  despite  two  meetings  involving 
Division  staff.   The  PIC  chair  attended  one  meeting  to  point 
out  his  objections  to  the  report  and  requested  the 
Legislative  Auditor  to  defer  the  information  in  the  report 
until  proper  procedure  was  followed. 

The  Legislative  Auditor  responded  by  adding  two  sentences  to 
their  report.   The  Legislative  Auditor  told  EPD  that  Federal 
Single  Audit  Act  requirements  forced  them  to  publish 
preliminary  audit  results,  even  though  they  failed  to 
publish  results  of  another  non-state  agency  program  operator 
audit  referenced  earlier.   In  addition,  EPD  already  reported 
that  possible  violations  may  have  occurred  to  the  U.  S. 
Department  of  Labor  in  December,  1986. 

Division  staff  attempted  to  suggest  language  which  described 

the  full  audit  procedure  and  pointed  out  that  the  results 

published  were  the  start  of  an  audit  resolution  process. 

However  minimal  language  changes  were  made  by  the 
Legislative  Auditor. 

EPD  in  no  way  disagrees  with  the  Legislative  Auditor's 
recommendation.   Our  very  action  of  hiring  the  Legislative 
Auditor  to  complete  a  financial  audit  is  evidence  of  the 
Division's  intent  to  follow  through  on  the  auditor's 
recommendation . 

The  Division  will  review  this  recommendation  with  both  of 
Montana's  Private  Industry  Councils  and  will  recommend  that 
the  Division  hire  auditors  to  audit  individual  Job  Service 
local  offices  rather  than  limit  its  audit  to  the  Job  Service 
Division  as  a  whole. 

Agency  Response  (Job  Service  Division): 

Concur.   In  fact,  we  have  procedures  in  place  to  ensure 
compliance  with  JTPA  program  regulations.   This  is  apparent 
as  the  Division  itself  discovered  these  problems  during  a 
follow-up  visit  to  the  Dillon  office  where  corrective  action 
had  taken  place  previously.   Our  own  policy  of  monitoring 
over  and  above  EPD's  monitoring,  following  up  on  problems, 
and  having  our  ASC ' s  be  out  in  the  offices  continually 
speaks  for  our  established  procedures  to  ensure  compliance. 

67 


In  order  to  respond  to  the  Department  Audit  with  regards  to 
the  questioned  JTPA  costs  in  the  Dillon  Job  Service,  the 
necessary  background  information  is  provided  here. 

On  January  17,  1986,  the  Manager  of  the  Dillon  Job  Service 
was  placed  on  corrective  action  for  deficiencies  that  were 
discovered  as  a  result  of  our  ongoing  reviews  of  local 
offices  to  insure  compliance  with  PIC  policies  and 
guidelines.   These  deficiencies  included  inadequacy  of  OJT 
service,  inadequacy  of  JTPA  paperwork  submission,  and  other 
items. 

Corrective  action  interviews  were  scheduled  every  30  days 
for  three  months,  and  perpetual  monitoring  of  his  progress 
took  place.   The  result  of  this  corrective  action  was  a 
letter  dated  April  30,  1986  which  detailed  his  progress  and 
eliminated  further  interviews.   This  letter  also  contained 
stern  language  regarding  any  deterioration  of  the  progress 
made  or  recurrence  of  same  and/or  similar  problems  and  also 
indicated  a  monitoring  visit  would  occur  within  one  year  to 
verify  compliance  with  all  policies. 

Subsequently,  on  December  1-5,  1986,  the  Area  Service 
Coordinator  for  Dillon  was  sent  by  the  Job  Service  Division 
to  do  a  follow-up  visit.   During  this  one  week  visit, 
several  procedural  irregularities  were  again  discovered. 

The  results  of  this  visit  were  shared  with  the  Employment 
Policy  Division  between  the  12th  and  15th  of  December.   We 
felt  the  reoccurrence  of  similar  problems  dating  back  to  the 
corrective  action,  and  the  severity  of  noncompliance  with 
our  own  policies,  necessitated  further  personnel  action  with 
the  manager.   Therefore,  on  December  18th  the  manager  was 
placed  on  two  weeks'  suspension  with  pay  and  during  this 
period  we  conducted  an  extensive  operations  audit  to 
determine  the  exact  nature  and  extent  of  these 
irregularities . 

Attached  is  a  copy  of  our  letter  to  the  Employment  Policy 
Division  dated  January  30,  1987,  which  detailed  our 
findings.  Copies  of  our  reports  were  provided  to  EPD  and  the 
legislative  auditors  before  their  visits.   In  fact,  from  the 
beginning  of  our  discoveries  we  have  exercised  complete 
disclosure  of  all  our  findings  to  both  the  Employment  Policy 
Division  and  the  legislative  auditors. 

The  OLA's  report  listed  four  specific  findings  regarding 
JTPA  program  regulations  and  state  policy  requirements.   Our 
response  to  those  findings  are  as  follows. 
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1.  "79  of  98  participants  lacked  the  required  eligibility 
documentation  before  services  were  rendered." 

Response:   Eligibility  of  participants  was  certified  before 
services  were  rendered.   In  fact,  the  Department  believes 
that  although  contract  approvals  were  verbal,  they  were 
legal  contracts.   No  federal  regulations  were  violated. 

We  cannot  reconcile  the  figures  contained  in  the  legislative 
audit  report.   To  begin  with,  all  costs  associated  with  the 
current  fiscal  year  should  be  allowable  as  we  have  obtained 
all  eligibility  documentation  for  each  JTPA  enrollee. 
Further,  this  documentation  was  in  place  before  either  EPD 
or  the  Legislative  Auditor's  offices  monitored  Dillon. 

2.  "13  of  the  79  participants  did  not  have  files  or  any 
documentation  in  the  Dillon  Job  Service  Office." 

Response:   There  is  no  federal  regulation  that  there  be  a 
file  --  that  is  a  state  policy.   We  concur  that  the  state 
policy  was  violated,  but  in  fact  no  ineligible  clients  were 
served. 

Item  #2  of  the  legislative  report  cannot  be  further 
responded  to  without  the  auditor's  work  papers  with  names 
and  social  security  numbers  of  the  costs  in  question.   The 
EPD  onsite  report  made  no  mention  of  missing  files  and  this 
issue  was  not  discussed  at  the  exit  interview. 

3.  "17  participants  had  no  prior  approval  for  supportive 
services  such  as  child  care  or  classroom  training.   In 
addition,  invoices  for  supportive  services  were  dated 
previous  to  enrollment  in  the  program  (state  policy)." 

Response:  All  participants  we  have  investigated  did  have 
prior  verbal  approval  of  the  manager.  While  state  policy 
was  violated,  no  federal  violation  occurred. 

Like  item  #2,  item  #3  of  the  legislative  report  cannot  be 
completely  responded  to  without  the  auditor's  work  papers 
with  names  and  social  security  numbers  of  the  costs  in 
question. 

We  have  determined  that  verbal  approval  was  given  before  the 
purchase  of  supportive  service  items  and  once  again  the 
paperwork  was  not  completed  in  a  timely  manner.   Secondly, 
if  the  paperwork  had  been  submitted  when  the  client  applied 
for  the  program  and  completed  the  forms  required,  no 
supportive  service  would  have  been  provided  before  the 
"enrollment  date." 
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4.   "8  participants  were  employed  two  to  three  weeks  before 
enrollment  in  the  JTPA  program." 

Response:   All  OJT  contracts  were  found  to  have  been 
negotiated  and  approved  by  the  Manager  before  any  trainee 
was  placed  in  training.   This  has  been  evidenced  in 
conversations  with  employers,  applicants,  8100  job  orders, 
and  8100  applications.   In  no  case  was  the  intent  of  the  law 
violated  or  fraud  committed.   The  problem  was  in  the 
timeliness  of  paperwork  submission,  for  which  immediate 
personnel  action  was  taken  with  the  manager.   Therefore,  no 
costs  associated  with  the  current  year  should  be  questioned. 

Secondly,  there  was  no  evidence  found  by  either  the  EPD 
monitoring  staff  or  the  legislative  auditors  that  any  JTPA 
participant  was  on  board  prior  to  an  OJT  contract  for  any 
previous  year.   Consequently,  it  appears  the  only  concern 
regarding  the  prior  years  is  eligibility  documentation. 
This  is  also  not  a  federal  requirement,  but  a  state  policy. 

It  is  our  firm  belief  after  verifying  all  of  the  23  current 
year  participants  and  five  prior  year  participants,  that 
eligibility  was  in  fact  determined  by  the  manager  and  the 
only  link  missing  was  a  copy  of  the  documents.   We  believe 
--  for  reasons  listed  in  our  response  to  the  EPD  onsite 
dated  March  10,  1987  —  that  it  may  be  unreasonable  to 
require  participants  to  supply  us  with  this  information 
regarding  their  status  two  to  three  years  ago.   Locating 
these  participants  may  be  difficult  or  impossible. 

In  summary,  we  initiated  the  visit  to  the  Dillon  office. 
JSD,  during  monitoring,  discovered  the  problems  at  that 
office  and  immediately  notified  all  concerned  parties  of  the 
problems  identified. 

At  this  point,  JSD  interviewed  employers  and  clients,  and 
completed  documentation  that  verified  the  legitimate  actions 
that  had  transpired.   All  of  our  written  documentation  of 
each  review  was  furnished  to  the  Employment  Policy  Division 
and  the  legislative  auditor's  office.   The  EPD  onsite  report 
was  subsequently  issued  and  the  majority  of  the 
recommendations  in  that  report  have  been  instituted. 

Training  sessions  have  been  held  by  the  Acting  Manager  from 
7:00  a.m.  to  8:30  a.m.  each  Thursday  with  all  staff  for  a 
period  of  8  weeks.   Therefore,  the  Job  Service  Division  has 
taken  appropriate,  timely  actions  from  discovery  through 
corrective  action. 
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RECOMMENDATION  #13 

We  recoramend  the  Department  document  the  purpose  and  source 
of  information  on  the  microcomputer  worksheet  used  in 
preparing  the  Unemployment  Insurance  financial  transactions 
summary. 

Agency  Response  (Unemployment  Insurance  Division): 

Concur.   We  have  already  begun  an  analysis  of  the  best 
method  to  compute  dollars  needed  for  the  weekly  payment  of 
benefits  (currently  arrived  at  using  the  microcomputer 
worksheet).   Upon  selection  of  the  optimum  formula,  we  will 
build  a  new  and  fully  documented  worksheet.   This  process 
will  be  complete  by  October  1,  1987. 


RECOMMENDATION  #14 

We  recommend  the  Department  reconcile  the  benefit  bank 
account  to  its  accounting  records. 

Agency  Response  (Unemployment  Insurance  Division): 

Concur.   We  have  developed  a  reconciliation  process  which 
accounts  for  all  checks  issued  and  checks  cashed  daily.   Our 
reconciliation  as  of  June  30,  1986  shows  us  as  having 
$6,149.93  more  than  the  bank  balance. 

We  have  found  that  some  accounting  procedures  of  the  benefit 
computerized  system  are  not  accurate,  and  we  will  not  be 
able  to  determine  if  the  bank's  figures  are  accurate  until 
we  have  a  computerized  reconciliation  system.   That  system 
should  be  completed  by  October  1,  1987,  and  we  should  have 
an  accurate  reconciliation  the  first  month  after  the  program 
is  in  place. 


RECOMMENDATION  #15 

We  recommend  the  Department  estimate  and  record  on  SBAS  an 
allowance  for  uncollectible  unemployment  tax  accounts. 

Agency  Response  (Unemployment  Insurance  Division): 

Concur.   With  the  passage  of  House  Bill  143  (pertinent 
section  attached) ,  the  Department  will  have  clear  authority 
to  determine  that  certain  accounts  are  uncollectible,  and  to 
transfer  those  accounts  to  the  Department  of  Revenue.   The 
Department  will  develop  a  written  policy  and  procedure  for 
determining  when  an  account  is  uncollectible  prior  to  the 
July  1,  1987,  effective  date  of  the  act. 
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Following  the  effective  date,  the  Department  will  estimate 
and  record  on  SBAS  all  UI  debts  found  uncollectible  under 
that  policy. 


RECOMMENDATION  #16 

We  recommend  the  Department  record  Accounts  Receivable 
transactions  in  accordance  with  state  accounting  policy. 

Agency  Response  (Unemployment  Insurance  Division): 

Concur.   The  Unemployment  Insurance  Division  will  record 
payments  and  receivables  in  the  proper  time  periods. 


RECOMMENDATION  #17 

We  recommend  the  Department: 

A.  Develop  and  implement  policies  on  the  format,  use,  and 
changing  of  computer  security  passwords. 

B.  Modify  the  security  system  to  terminate  users  after  a 
specific  number  of  invalid  attempts  to  enter  the 
system. 

C.  Modify  the  security  system  to  monitor  user  access  to 
system  resources. 

D.  Develop  and  implement  policies  regarding  the 
cancellation  of  access  privileges  upon  employee 
termination. 

E.  Segregate  incompatible  duties  in  the  EDP  function. 

F.  Restructure  ACF2  access  rules  to  ensure  access  is 
allowed  only  to  the  extent  job  duties  require. 

Agency  Response  (Workers'  Compensation,  Centralized  Services 
and  Unemployment  Insurance  Divisions): 

A.    Concur.   With  implementation  of  the  latest  version  of 
our  new  claims  system  in  January,  1987,  the  Division 
implemented  improved  methods  for  controlling  passwords. 
Upon  installation  of  this  new  security,  specific 
guidelines  were  issued  to  all  users  granted  access  to 
the  system.   It  is  our  intent  to  write  these  guidelines 
into  an  improved  Division  policy  on  password 
maintenance.  (DWC  response) 
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Concur.   The  Unemployment  Insurance  Division  currently 
has  a  format  for  assigning  computer  security  passwords 
for  the  benefits  system  which  includes  the  assignment 
of  a  5  digit  identification  number  (the  first  two 
digits  represent  a  location  code  and  the  remaining 
three  digits  are  assigned  randomly  using  a  random 
number  generating  program)  and  a  password  (the  first 
three  digits  are  letters  and  the  final  digit  is  a 
numeral,  all  assigned  randomly) .   The  UID  will  develop 
and  implement  written  policies  that  include  changing  of 
computer  security  passwords  for  both  the  benefit  and 
tax  system  periodically,  at  least  every  six  month.  (UID 
response) 

B.  Concur.   When  CICS  is  covered  by  the  ACF2  security 
system,  this  recommendation  will  be  implemented.  (CSD 
response) 

Concur.   The  security  systems  currently  used  by  the 
Division  are  provided  by  primary  controlling  software 
systems  (IDMS,  ADSO  and  the  WANG  VSIOO  Security 
Monitor).   Agency  modification  of  primary  software 
packages  to  satisfy  our  own  application  software 
requirements  could  violate  the  integrity  of  the  basic 
security  system.   It  is  our  intent  to  incorporate  our 
software  under  the  controlling  umbrella  of  ACF2  when 
the  Department  of  Administration  Information  Services 
Division  brings  IDMS  under  ACF2  security.   It  also  is 
our  understanding  that  future  releases  of  the  WANG 
VSIOO  Security  Monitor  will  incorporate  features  that 
will  satisfy  this  recommendation.   We  intend  to  install 
these  features  as  soon  as  they  become  available.   (WCD 
response) 

C.  Concur.   Same  response  as  "B"  above.  (CSD  and  DWC 
response) 

D.  Concur.   These  procedures  have  been  in  place  since 
December,  1986.   The  agency  security  officer  is  to  be 
notified  by  the  division  personel  officer  upon 
termination  or  transfer  of  any  employee.   The  security 
officer  will  then  delete  the  appropriate  user  ID  from 
the  system.  (WCD  response) 

E.  Concur.   The  duties  listed  should  not  be  and  are  not 
the  responsibility  of  a  single  individual  within  the 
Division.   These  duties  are  currently  handled  by 
several  individuals.   The  management  analyst  supervisor 
approves  development  requests  and  initiates  system 
maintenance.   The  information  Systems  Division  is 
responsible  for  the  production  version  of  programs. 
Authorization  of  personnel  for  system  access  is  the 
responsibility  of  the  various  bureau  chiefs.  (WCD 
response) 
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Partially  concur.   Access  to  files  is  needed  by  our 
operations  staff.   They  will,  however,  be  limited  to 
read  only  access  to  source  and  object  code  libraries. 
Benefits  Claims  Examiner,  Random  Audit  Claims  Clerk, 
and  Contributions  Accounting  Specialist  will  be 
required  to  submit  test  jobs  in  batch  mode  through  our 
operations  section.   TSO  access  will  be  removed.   ( CSD 
response) 


RECOMMENDATION  #18 

We  recommend  the  Department  prepare  written  documentation  of 
the  error  resolution  procedures  for  the  unemployment  benefit 
system. 

Agency  Response  (Centralized  Services  and  Unemployment 
Insurance  Divisions): 

Concur.   The  Benefits  Bureau  within  UID  has  a  procedure  that 
assigns  error  resolution  to  the  individual  who  created  the 
error.   Those  errors  which  cannot  be  identified  as  the 
responsibility  a  specific  person  are  assigned  to  a  clerk  to 
investigate  and  make  a  correction,  if  appropriate.   All 
errors  on  the  error  listings  may  not  be  legitimate  errors, 
as  in  the  case  of  duplicate  transactions,  one  of  which  is 
expected  to  error  out.   The  UID  is  in  the  process  of  writing 
procedures  for  error  resolutions. 


RECOMMENDATION  #19 

We  recommend  the  Department  formulate  a  written  policy  for 
enforcing  state  law  regarding  advanced  rate  assessments  for 
dangerous  workplaces . 

Agency  Response  (Workers'  Compensation  Division): 

Although  the  Division  does  not  have  a  formal  written  policy 
for  enforcing  state  law  regarding  advanced  rate  assessments, 
policy  does  exist  for  dealing  with  firms  having  unduly 
dangerous  workplace  conditions.   Loss  control  staff  assist 
high  hazard  firms  in  providing  for  a  safe  workplace  and 
motivating  employers  to  establish  ongoing  safety  programs. 
If  Safety  Bureau  staff  become  aware  that  imminent  danger  or 
serious  workplace  hazards  exist,  recommendations  for 
immediate  corrections  are  provided  to  the  employer.   If 
corrections  are  not  made,  the  Safety  Bureau  Chief  will 
notify  the  employer  in  writing  that  the  unsafe  situation 
must  be  remedied  within  an  appropriate  time  period.   If  the 
employer  does  not  respond  or  cooperate,  the  administrator 
will  notify  the  employer  and  demand  that  the  situation  be 
remedied  within  a  certain  time  period  or  the  advanced  rate 
will  be  imposed. 
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In  mining  and  related  industries.  Safety  Bureau  staff  issue 
personnel  withdrawal  orders  whenever  imminent  dangers  exist 
in  the  workplace.   This  has  prompted  employers  to 
immediately  comply  with  safety  statutes. 


RECOMMENDATION  #20 

We  recommend  the  Legislature  fund  the  program  as  provided  in 
current  state  law,  or  extend  the  inspection  intervals  for 
boilers. 

Agency  Response  (Workers'  Compensation  Division): 

Concur. 

RECOMMENDATION  #21 

We  recommend  the  Department: 

A.  Comply  with  state  law  requiring  timely  deposits,  and 

B.  Comply  with  state  policy  requiring  restrictive 
endorsement  of  negotiable  instruments  upon  initial 
receipt. 

Agency  Response  (Unemployment  Insurance  Division): 

The  Department  concurs  with  A  and  partially  concurs  with  B. 
The  UID  must  meet  federal  standards  for  the  timely  deposit 
of  checks  it  receives  from  employers.   The  federal  standard 
is  two  days,  and  the  Division  consistently  meets  and  exceeds 
that  standard.   In  fact,  during  the  two  week  period  when 
quarterly  reports  are  received  by  the  Division  (four  times 
each  year),  two  bank  deposits  are  made  daily.   The  vast 
majority  of  all  checks  are  recorded,  endorsed  and  deposited 
within  24  hours  of  receipts. 

In  order  to  meet  its  federal  standard  for  timely  deposit, 
the  Department  cannot  afford  to  singly  endorse  each  check  as 
it  is  received.   Further,  there  are  some  checks  received 
which  cannot  be  processed  for  several  days  ( these  are  the 
checks  alluded  to  by  the  auditor)  due  to  a  variety  of 
problems.   For  example,  the  Department  often  receives  checks 
that  are  made  out  to  other  agencies,  or  receives  checks  in 
amounts  that  must  be  split  among  various  taxing  authorities. 
The  percentage  of  "problem"  checks  is  very  small  --  less 
than  1%  --  but  often  the  time  required  to  find  the  correct 
solution  may  require  several  days.   The  Department  is  not  in 
a  position  to  simply  deposit  these  funds  and  seek  a  solution 
at  a  later  time.   It  is  in  the  best  interest  of  both  the 
employer  and  the  State  to  first  solve  the  problem,  and  then 
deposit  the  funds. 
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RECOMMENDATION  #22 

We  recommend  the  Department  strengthen  controls  over 
undelivered  benefit  checks. 

Agency  Response  (Unemployment  Insurance  Division): 

Concur.   The  individual  who  retains  physical  custody  of  the 
undeliverable  checks  does  not  log  them  in.   The  log  book  is 
maintained  in  the  same  area  for  convenience  in  answering 
claimant  inquiries  which  require  access  both  to  the  log  book 
and  the  checks.   Supervisory  personnel  will  perform  periodic 
comparison  of  the  checks  in  the  drawer  and  the  log  to  ensure 
the  two  agree. 


RECOMMENDATION  #23 

We  recommend  the  Department  implement  procedures  to  correct 
the  internal  control  weaknesses  identified  above. 


Agency  Response  (Centralized  Services  Division): 
Concur. 

RECOMMENDATION  #24 

We  recommend  the  Department  review  record  retention  policies 
and  filing  procedures  to  determine  whether  improvements  can 
be  made. 

Agency  Response  (Unemployment  Insurance  Division): 

Concur.   The  Unemployment  Insurance  Division  has  established 
a  file  system  task  force  to  review  the  organization  and 
location  of  our  files. 
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ATTACHMENT 


to  the  Audit  Response 
of  the  Montana  Department  of  Labor  and   Industry 


Memo  from  Bob  Fuhrmann,  Acting  Administrator,  Job  Service 
Division,  to  Sue  Mohr,  Administrator,  Employment  Policy  Division 
dated  January  30,  1987,  regarding  the  JSD  findings  at  the  Dillon 
Job  Service. 


Additional  attachments  were  provided  and  are  available  upon   request 
from  the  Office  of  the   Legislative  Auditor. 


77 


DEPARTiwiENT  OF  LABOR  AND  INDUSTRY 


JOB  SERVICE  DIVISION 


v^.     ^        TED  SCHWINCeN,  QOVERNOfi 


STATE  CAPITOL 


STATE  OF  MONTANA 


(406)  44.J-4100 


HELENA.  MT     59624 


January  30,  1987 


TO   :     Sue  Mohr,  Administrator 

Employment  Policy  Division 

FROM:     Bob  Fuhrmann,  Acting  Administrator 
Job  Service  Division 


SUBJ: 


Dillon  Job  Service 


As  you  know,  Job  Service  Division  conducted  a  self-initiated 
monitoring  visit  to  the  Dillon  Job  Service  from  December  1, 
1986  to  December  5,  1986.   During  this  visit  several 
irregularities  were  found  with  the  JTPA  files;  I  believe 
you  have  copies  of  the  findings  of  this  review.   The  results 
of  this  review  and  subsequent  reviews  by  my  staff,  lead  to  the 
termination  of  the  Dillon  Job  Service  Manager.   The  extent  of 
the  problems  discovered  at  Dillon  have  been  shared  with  you 
and  your  staff. 

The  Job  Service  Division  requests  that  all  of  the  Dillon  Job 
Service  O.J.T.  contracts  that  have  been  investigated  be 
approved  as  allowable  expenditures  under  the  7100  contract 
between  Job  Service  Division  and  the  Employment  Policy 
Division. 

I  have  attached  a  report  which  recaps  each  contract  under 
question  and  the  reason  for  our  request.   I  am  confident  that 
the  following  information  will  only  be  reinforced  by  the  audit 
conducted  by  the  Legislative  Auditor. 

Following  are  reasons  that  justify  our  request  for  acceptance 
of  these  contracts  as  allowable  expenditures  as  it  pertains  to 
all  of  the  questioned  contracts. 

1.   JTPA  eligibility  of  all  participants  was  questioned 
because  eligibility  forms  were  not  complete.   All  participants 
have  now  been  contacted  and  found  to  be  eligible. 

Documentation  of  evidence  or  collateral  contact  showing 
proof  of  the  participants'  JTPA  eligibility  has  been  secured 
on  all  clients  and  filed  in  the  clients'  file. 
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Page  2;  Dillon  Job  Service 


2.  JTPA  program  operators  are  encouraged  to  solicit  employers 
to  develop  job  openings  for  JTPA  participants.   The  Dillon  Job 
Service  has  an  on-going  policy  to  solicit  employers  to  develop 
jobs  and  to  promote  the  JTPA-OJT  program.   Every  OJT  employer 
was  contacted  prior  to  the  time  the  participant  was  referred 
or  hired  by  the  employer.    Both  written  documentation  in  the 
form  of  job  orders  and  verbal  conversations  with  some 
employers  demonstrates  prior  contact  to  promote  the  OJT 
program  was  made  by  Job  Service  staff. 

3.  In  all  cases  the  Dillon  Job  Service  Manager  negotiated  and 
verbally  approved  the  contract  prior  to  the  start  date  of  the 
OJT  participant.   In  many  cases  it  is  hard  to  understand  why 
the  written  agreement  was  not  issued  at  the  time  of  the  verbal 
agreement.   Employers  have  indicated  that  verbal  agreements 
were  made  by  the  Job  Service  manager  and  was  followed  up  by  a 
written  agreement. 

4.  In  all  cases  it  appears  the  OJT  employer  did  not  withhold 
or  hide  any  information  from  Job  Service.   Investigation  of 
the  paper  transactions  and  verbal  conversation  with  Job 
Service  staff  indicate  that  the  employers  thought  everything 
was  operating  properly.   In  no  cases  were  the  employer 
informed,  questioned,  or  given  any  indication  that  there 
were  any  problems. 

5.  In  no  case  was  an  employer  reimbursed  for  training  costs 
prior  to  the  recorded  effective  date  of  the  contract. 

6.  Interviews  with  clients  did  not  reveal  that  any 
information  was  withheld  from  Job  Service. 


Based  on  the  attached  detailed  findings,  I  am  requesting  that 
these  contracts  be  accepted  as  allowable  JTPA  expenditures. 
The  contracts  and  the  training  provided  to  JTPA  clients  did 
meet  the  intent  of  the  JTPA  Act  and  are  based  on  the  verbal 
agreements  between  the  employers  and  the  Dillon  Job  Service 
manager.   Non-acceptance  of  these  contracts  would  have  a 
direct  negative  affect  by  causing  the  loss  of  eligible  JTPA 
clients'  jobs,  adverse  relations  with  private  employers  who 
entered  into  these  agreements  in  good  faith,  and  long  term 
detrimental  affects  to  the  JTPA  program  in  the  Dillon  area. 
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I  cannot  over  emphasize  that  agreements  were  entered  into  in 
good  faith  by  all  parties  involved.   Even  though  the  Dillon 
manager  did  not  follow  Montana  JTPA  policies  and  made  poor 
decisions,  we  have  no  reason  to  believe  that  any  actions 
were  for  personal  gain  or  for  the  purpose  of  fraud.    The 
employers  entered  into  these  OJT  contracts  in  good  faith, 
did  not  misrepresent  the  facts,  and  should  not  suffer 
adverse  consequences. 

The  findings  of  policy  violations,  discovered  by  our  staff, 
were  acted  upon  immediately  and  to  the  fullest  extent  possible 
with  the  termination  of  the  manager.   In  no  case  did  we 
discover  a  violation  of  JTPA  law,  but  rather  inadequate 
compliance  with  state  JTPA  policy,  and  untimeliness  of 
paperwork  completion. 

Please  contact  me  if  you  have  any  questions  or  for 
clarification,  as  we  want  to  cooperate  with  your  staff  to 
satisfactorily  resolve  this  matter  as  soon  as  possible. 
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